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 &RRSHUDWLYHVDQGIDUPHUDVVRFLDWLRQV)DUPHUVDVVRFLDWLRQVDQGFRRSHUDWLYHVFDQHLWKHU DFW DV DJHQWVRI WKHLU IDUPHUPHPEHUVRU DVPRUH FRQYHQWLRQDO LQWHUPHGLDULHV ,Q WKH IRUPHU FDVH WKH\ZLOO VHOO FRIIHH RQ EHKDOI RI WKHLUPHPEHUV ,Q WKLV V\VWHP VPDOOKROGHUV W\SLFDOO\ UHFHLYH D GRZQSD\PHQW RQ GHOLYHU\ RI WKHLUEHDQVWRWKHFRRSHUDWLYHDQGDERQXVVXEVHTXHQWO\RQFHWKHFRIIHHLVVROGWRDILQDOEX\HU7KH DOWHUQDWLYH DUUDQJHPHQW LV IRU WKH DVVRFLDWLRQ RU FRRSHUDWLYH WR SXUFKDVH WKH FRIIHHRXWULJKW IURPWKHIDUPHUPHPEHUV LQWKHVDPHZD\DVDFRPPHUFLDOEX\HU&RPSHWLWLRQZLWKFRPPHUFLDOEX\HUVZLOOJHQHUDOO\UHTXLUHWKDWWKHDVVRFLDWLRQSD\WKHIXOOSULFHXSIURQWEXWLWPD\EHSRVVLEOHIRUWKHDVVRFLDWLRQWRPDNHDQLQLWLDOSD\PHQWDVLQWKHSUHYLRXVFDVH7KLVLVHTXLYDOHQWWRIDUPHUVGHSRVLWLQJDSURSRUWLRQRIWKHLUUHYHQXHVZLWKWKHDVVRFLDWLRQ7KHQDWXUHRIWKHULVNPDQDJHPHQWSUREOHPIDFHGE\WKHDVVRFLDWLRQRUFRRSHUDWLYHGHSHQGVRQZKLFKRIWKHVHV\VWHPVSHUWDLQ+RZHYHUDOWKRXJKWKHWZRV\VWHPVDUHFRQFHSWXDOO\GLVWLQFWLQSUDFWLFHLWPD\QRWEHHQWLUHO\FOHDUZKLFKRIWKHPDSDUWLFXODUDVVRFLDWLRQLVRSHUDWLQJ,QWKHIRUPHUFDVHLQZKLFKWKHFRRSHUDWLYHRUDVVRFLDWLRQPDUNHWVLWVPHPEHUV¶FRIIHHRQWKHLU EHKDOI LW GRHV QRW FDUU\ ULVN LQ LWV RZQ ULJKW DQG WR WKDW H[WHQW GRHV QRW KDYH D ULVNPDQDJHPHQW SUREOHP ,QVWHDG FRRSHUDWLYHV DQG IDUPHU DVVRFLDWLRQV SURYLGH D SRVVLEOHWUDQVPLVVLRQPHFKDQLVP IRU WKH LQWHUPHGLDWLRQ RI ULVNPDQDJHPHQW LQVWUXPHQWV WR LWV IDUPHUPHPEHUV  ,Q WKH DOWHUQDWLYH FDVH LQ ZKLFK WKH DVVRFLDWLRQ KDV SXUFKDVHG FRIIHH IURP WKHVPDOOKROGHUV IRU RQZDUG VDOH LW IDFHV WKHPDUJLQ VHFXULW\ SUREOHP LQ WKH VDPHZD\ DV RWKHUFRPPHUFLDOLQWHUPHGLDULHV
 /RFDOWUDGHUVWUDLWDQWV,QIXOO\OLEHUDOL]HGV\VWHPVORFDOWUDGHUVEX\FRIIHHEHDQVIURPIDUPHUVW\SLFDOO\DVSDUFKPHQWDQGVHOOWRH[SRUWHUVDWWKHSRUWRUUDLOKHDG:HXVHWKH)UHQFKWHUPWUDLWDQWWRGLVWLQJXLVKORFDOWUDGHUVIURPRWKHUWUDGHUV1RWHWKDWLQFHUWDLQ$IULFDQFRIIHHH[SRUWLQJFRXQWULHVPRVWQRWDEO\.HQ\DSULYDWHWUDGHUVDUHQRWSHUPLWWHGWRSXUFKDVHFRIIHHIURPVPDOOKROGHUIDUPHUV,QPDUNHWVZLWKOLEHUDOL]HGFRIIHHSXUFKDVHDQXPEHURIRUJDQL]DWLRQVDUHOLNHO\WRFRPSHWHIRUWKHIDUPHU¶VFRIIHH

x FRRSHUDWLYHVRUIDUPHUDVVRFLDWLRQVx WUDLWDQWVx DJHQWVIRURUORFDORIILFHVRIH[SRUWLQJFRPSDQLHV,Q SUDFWLFH KRZHYHU WKHUH PD\ EH OLWWOH GLIIHUHQFH EHWZHHQ WKH VLWXDWLRQ RI WUDLWDQWV DQGH[SRUWHUV¶DJHQWVVLQFHWKHVHDJHQWVRIWHQKDYHDODUJHGHJUHHRILQGHSHQGHQFHLQDQ\FDVHWKH\FDQQRWEHFORVHO\PRQLWRUHGDQGPD\ VHOO DW OHDVW SDUW RI WKHLU FRIIHH WRZKLFKHYHU H[SRUWHURIIHUV WKH EHVW SULFH $W WKH VDPH WLPH PDQ\ WUDLWDQWV PD\ KDYH HVWDEOLVKHG VHOOLQJDUUDQJHPHQWVZLWKSDUWLFXODU H[SRUWHUV DQGPD\ IXUWKHU EH SUHILQDQFHG E\ WKHVH FRPSDQLHV7KHULVNVLWXDWLRQVRIWKHVHWZRJURXSVLVVLPLODU±WKH\DUHREOLJHGWRFRPPLWDSULFHWRIDUPHUVSULRU WR VHOOLQJ WR WKH H[SRUWHUV DQG DUH WKHUHIRUH YXOQHUDEOHZLWK UHJDUG WR WKHLUPDUJLQV ,QSDUWLFXODU WKH\ DUH H[SRVHG WR D VKRUW WHUP GRZQZDUGPRYHPHQW LQ SULFH RYHU WKHLU KROGLQJSHULRGZKLFKZLOOQRWQRUPDOO\H[FHHGWZRZHHNVDQGZLOOJHQHUDOO\EHFRQVLGHUDEO\OHVVWKDQWKLV
 ([SRUWHUV([SRUWHUV EX\ DW WKH SRUW UDLOKHDG RU DXFWLRQ GLUHFWO\ IURP FRRSHUDWLYHV DQG ODUJH HVWDWHIDUPVRUGLUHFWO\IURPVPDOOKROGHUIDUPHUVWKURXJKDQDJHQF\RUORFDOEX\LQJVWDWLRQ7KHUHLVDQ LPSRUWDQW GLVWLQFWLRQ EHWZHHQ LQWHJUDWHG H[SRUWHUV ZKR EX\ RQ EHKDOI RI DPXOWLQDWLRQDOSDUHQWZKRZLOOW\SLFDOO\EHDFRIIHHURDVWHUDQGLQGHSHQGHQWH[SRUWHUVZKRVHOOWRILQDOEX\HUV7KH UROH RI WKH LQWHJUDWHG H[SRUWHU LV FRQILQHG WR EX\LQJ DQG PDNLQJ WKH DUUDQJHPHQWV IRUVKLSSLQJDQGGHOLYHU\7KHLQGHSHQGHQWH[SRUWHUSHUIRUPVWKHVHIXQFWLRQVEXWLQDGGLWLRQPXVWDOVR ILQG D EX\HU IRU KLV FRIIHH DQG QHJRWLDWH D VDOH SULFH ,QGHSHQGHQW H[SRUWHUV DUH RIWHQVPDOOHUDQGOHVVZHOOILQDQFHGWKDQLQWHJUDWHGH[SRUWHUVDOWKRXJKWKLVLVQRWDOZD\VWKHFDVHIRUKLJKTXDOLW\DUDELFDRUIRUQLFKHVLQRWKHUPDUNHWV,QGHSHQGHQW H[SRUWHUV IDFH D WLPLQJ SUREOHP $ EDFNWREDFN VDOHV SROLF\ FDQ QHYHU EHH[WUHPHO\SUHFLVHDQGDQH[SRUWHUPD\UHTXLUHDVLJQLILFDQWWLPHHLWKHUWRILQGDEX\HUIRUFRIIHHKHKDVDOUHDG\SXUFKDVHGRUDVHOOHUWRSURYLGHKLPZLWKWKHFRIIHHKHKDVDOUHDG\VROG(YHQZKHQ EX\HUV DQG VHOOHUV FDQ EHPDWFKHG WKH H[SRUWHUPD\ ILQG KLPVHOI ³ZDUHKRXVLQJ´ LHFDUU\LQJDUHVLGXDOORQJRUVKRUWSRVLWLRQLI WKHTXDQWLWLHVERXJKDQGVROGGRQRWPDWFK7KLVDFWLYLW\ WKHUHIRUH UHTXLUHV VLJQLILFDQW WUDGLQJ VNLOOV DV WKH H[SRUWHU EDODQFHV WKH SULFH ULVN RIZDUHKRXVHGH[SRVXUHDJDLQVWWKHDGYDQWDJHRIZDLWLQJIRUDEHWWHUSULFH$QH[SRUWHUZKRJLYHVKLJKSULRULW\ WRRIIVHWWLQJKLV ULVNSRVLWLRQ LV OLNHO\ WRPDNH ORZHUSURILWVRQDYHUDJH WKDQDQH[SRUWHUZKRLVZLOOLQJWRFDUU\DODUJHUHOHPHQWRIULVN%\FRQWUDVWLQWHJUDWHGH[SRUWHUVGRQRWIDFHDPDMRUULVNPDQDJHPHQWSUREOHP7KHLUSULFHH[SRVXUHZLOOW\SLFDOO\EHFRYHUHGE\WKHSDUHQWFRPSDQ\ZKLFKZLOOKDYHHDV\DFFHVVERWKWRFUHGLWDQGWRULVNPDQDJHPHQWLQVWUXPHQWVRQLQWHUQDWLRQDOPDUNHWV)XUWKHUPRUHWKHHIIHFWLYHPDUJLQZKLFKFRQFHUQV LQWHJUDWHGFRPSDQLHV LV WKHPDUJLQEHWZHHQURDVWDQGVROXEOHFRIIHHVDQGEHDQSXUFKDVH SULFH QRW WKDW EHWZHHQD QHJRWLDWHG FLI VDOH SULFH DQG WKHSXUFKDVH SULFH7KHVHPDUJLQVDUHERWKZLGHUDQGPRUHHDVLO\FRQWUROOHGWKDQWKHSXUFKDVHFLIPDUJLQ
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 )RUZDUGVFRQWUDFWVDQGIXWXUHV$IRUZDUGFRQWUDFWLVDQ\FRQWUDFWPDGHDWRQHGDWHEXWZKLFKVSHFLILHVH[HFXWLRQDWDIXWXUHGDWH2QFHRQHPRYHVDZD\IURPWKHVWRUHRU WKHVWUHHWPDUNHWPRVWEXVLQHVVFRQWUDFWVKDYHWKLVIRUPVLQFHLPPHGLDWHH[HFXWLRQLQVHOGRPSRVVLEOH,QSUDFWLFHWKHWHUPIRUZDUGFRQWUDFWLVWKHUHIRUHUHVHUYHGIRUFRQWUDFWVZKLFKVSHFLI\H[HFXWLRQDVLJQLILFDQWWLPHDKHDG)RUZDUGFRQWUDFWVDOORZWKHSDUWLHVHLWKHUWRIL[WKHSULFHDWZKLFKWKHHYHQWXDOGHOLYHU\ZLOOWDNHSODFHRUWROHDYHWKLVRSHQ,QWKHIRUPHUFDVHWKHGHOLYHU\SULFHLVDJUHHGDWWKHGDWHRIWKHRULJLQDO VDOH 7KLV SULFH ZLOO EH EDVHG RQ WKH WHUPLQDO PDUNHW SULFH /,))( LQ /RQGRQ IRUUREXVWD WKH1<%27 LQ1HZ<RUN IRU DUDELFD DW RU VKRUWO\ DIWHU WKH LQWHQGHGGHOLYHU\ GDWHPRGHUDWHG E\ D SUHPLXP RU GLVFRXQW UHIOHFWLQJ WKH DWWUDFWLYHQHVV RI WKH RULJLQ LQ TXHVWLRQUHODWLYH WR WKH WHUPLQDO PDUNHW DQG D SUHPLXP RU GLVFRXQW UHODWLQJ WR EHDQ TXDOLW\ 7KLVDUUDQJHPHQWVHFXUHVWKHH[SRUWHU¶VSULFHDQGWUDQVIHUVWKHHQWLUHSULFHH[SRVXUHWRWKHLPSRUWHU$WWKLVVWDJHWKHH[SRUWHUKDVQRIXUWKHUSULFHULVNPDQDJHPHQWSUREOHP7KHDOWHUQDWLYHV\VWHPLVIRUWKHIRUZDUGFRQWUDFWWRVSHFLI\DWHUPLQDOSULFHDWRUDIWHUWKHGDWHRIGHOLYHU\7KLVSULFHUHPDLQVXQNQRZQDWWKHGDWHWKHFRQWUDFWLVQHJRWLDWHGDQGVRWKDWHOHPHQWRISULFHULVNUHPDLQVZLWKWKHH[SRUWHU,QVWHDGFRQWUDFWQHJRWLDWLRQVIRFXVHQWLUHO\RQWKHGLIIHUHQWLDOZLWKWKHSULFHEHLQJIL[HGDWVD\DERYH/,))(RUDERYHWKH1<%277KLVW\SHRIIRUZDUGFRQWUDFWLVNQRZQDVD³FRQWUDFWIRUGLIIHUHQFHV´RU³DJDLQVWXQNQRZQ´3UDFWLFH LQ WKH FRIIHH LQGXVWU\ LV IRU LQGHSHQGHQW H[SRUWHUV RU VKLSSHUV WR QHJRWLDWH IL[HGSULFH IRUZDUG FRQWUDFWV ZLWK LPSRUWHUV URDVWHUV RU WUDGHUV LQ WKH FRQVXPLQJ FRXQWULHV,QWHJUDWHGDQGRWKHUPXOWLQDWLRQDOH[SRUWHUVIROORZDJUHDWHUYDULHW\RISUDFWLFHVGHSHQGLQJLQSDUWRQWKHOHJDOVHSDUDWLRQRIWKHSDUHQWDQGWKHRULJLQH[SRUWHU:KHUHWKDWOLQNLVFORVHWKHRULJLQ SXUFKDVLQJ FRPSDQLHV IXQFWLRQ LV RIWHQ OLPLWHG WR SXUFKDVH DQG VKLSSLQJ OHDYLQJ WKHPDQDJHPHQWRISULFHH[SRVXUHWRWKHSDUHQWFRPSDQ\LQWKHFRQVXPLQJFRXQWU\7KHSDUHQWLVDEOH WRGR WKLV WDNLQJ LQWR DFFRXQW LWV JOREDO H[SRVXUH ERWK LQ WHUPVRI FRIIHH SXUFKDVHV DQGVDOHV
 )XWXUHVFRQWUDFWV$QH[FKDQJHIXWXUHVFRQWUDFWLVDSDUWLFXODUW\SHRIIRUZDUGFRQWUDFWx ,WLVVWDQGDUGL]HGLQWHUPVRITXDQWLW\JUDGHDQGGHOLYHU\GDWHx ,WLVWUDGDEOHRQDUHFRJQL]HGIXWXUHVH[FKDQJHx ,I KHOG WR FRQWUDFW PDWXULW\ LW UHTXLUHV WKH ORQJ SDUW\ WR GHOLYHU WR D VSHFLILHG H[FKDQJHZDUHKRXVHRUZDUHKRXVHVRQDSDUWLFXODUGDWHDQGWKHVKRUWSDUW\WRWDNHGHOLYHU\IURPWKDWWKRVHZDUHKRXVHVx &RQWUDFWVDUHLQWHUPHGLDWHGE\DFOHDULQJKRXVH7KLVLPSOLHVWKDWWKHRQO\FRXQWHUSDUW\ULVNLV WKDW SHUWDLQLQJ WR WKH FOHDULQJ KRXVH DQG DOORZV IXWXUHV WR EH IUHHO\ QHJRWLDWHG RQ DQDQRQ\PRXVEDVLVx &RQWUDFWVDUHPDUNHGWRPDUNHWRQDGDLO\EDVLV$ULVHLQWKHUHOHYDQWIXWXUHVSULFHLPSOLHVDSURILW WR WKH ORQJ DQG D ORVV WR WKH VKRUW 7KH VKRUW LV UHTXLUHG WR SD\ WKLV ORVV LQWR WKHFOHDULQJKRXVHRYHUQLJKWDQGWKHORQJLVVLPLODUO\HLWKHUDXWRPDWLFDOO\FUHGLWHGKLVSURILWE\WKHFOHDULQJKRXVHRULVHQWLWOHGWRZLWKGUDZWKLVSURILWIRUPWKHFOHDULQJKRXVH,QSUDFWLFHWKHVHPDUJLQSD\PHQWVDUHPDGHE\EURNHUVRQEHKDOIRIWKHLUFOLHQWVIURPHVFURZYDULDWLRQ
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PDUJLQ DFFRXQWV HVWDEOLVKHG IRU WKLV SXUSRVH DQG WKH FOLHQW¶V REOLJDWLRQ LV OLPLWHG WRPDLQWHQDQFHRIWKHUHTXLUHGYDULDWLRQPDUJLQ&RQWUDFW VSHFLILFDWLRQV W\SLFDOO\ PDNH GHOLYHU\ WR H[FKDQJH ZDUHKRXVHV XQDWWUDFWLYH IRUSXUSRVHV RI FRPPHUFLDO PDUNHWLQJ DQG SXUFKDVH IURP DQ H[FKDQJHZDUHKRXVH LQFRQYHQLHQWDQG XQUHOLDEOH IRU VXSSO\ 7KLV LV WUXH LQ FRIIHH DV LQ PRVW RWKHU WUDGHG FRPPRGLWLHV 7KHSXUSRVHRIWKHGHOLYHU\SURYLVLRQVLQIXWXUHVFRQWUDFWVLVWRWLHWKHIXWXUHVSULFHWRWKHSULFHRIWKH SK\VLFDO FRPPRGLW\ DQG QRW WR SURYLGH D GHOLYHU\ IXQFWLRQ SHU VH )XWXUHV FRQWUDFWV DUHWKHUHIRUHDOPRVWLQYDULDEO\FORVHGRXWSULRUWRWKHFRQWUDFWGHOLYHU\GDWH7KHIDFWWKDWIXWXUHVFRQWUDFWVDUHQRWKHOGWRGHOLYHU\LPSOLHVWKDWWKH\FRPSOHPHQWDQGGRQRWVXEVWLWXWHIRUZDUGFRQWUDFWV)XWXUHVFRQWUDFWVDUHKHOGHLWKHUWRKHGJHRXWSULFHH[SRVXUHRUWRVSHFXODWLYHO\DVVXPHDGGLWLRQDOSULFHH[SRVXUH7KHWZRPDMRUFRIIHHIXWXUHVH[FKDQJHVDUH/,))(LQ/RQGRQZKLFKWUDGHVUREXVWDIXWXUHVDQGWKH1HZ<RUN%RDUGRI7UDGH1<%27ZKLFKWUDGHVPLOGDUDELFDIXWXUHV:HGLVFXVVWKHVHPDUNHWVIXUWKHULQ6HFWLRQ86 UHJXODWRU\ SDUODQFH UHIHUV WR ³FRPPHUFLDO´ XVHUV RI FRPPRGLW\ IXWXUHV FRQWUDFWV DVHQWLWLHVZKRKDYHDQXQGHUO\LQJSK\VLFDOSRVLWLRQLQWKHFRPPRGLW\$FRIIHHFRPPHUFLDOZKRLVORQJWKHSK\VLFDO IRUH[DPSOHDQLQGHSHQGHQWFRIIHHH[SRUWHUVHOOLQJDJDLQVWDFRQWUDFWIRUGLIIHUHQFHVLVDWULVNIURPDIDOOLQWKHFRIIHHSULFH%\VHOOLQJFRIIHHIXWXUHVWKLVFRPSDQ\FDQRIIVHWLWVORQJSULFHH[SRVXUH6LPLODUO\DFRPPHUFLDOZKRLVVKRUWWKHSK\VLFDOIRUH[DPSOHDURDVWHUZKRLVLPSRUWLQJDJDLQVWDIL[HGSULFHFRQWUDFWVWDQGVWRORVHLIWKHSULFHULVHV+HFDQRIIVHWKLVVKRUWH[SRVXUHE\WDNLQJDORQJFRIIHHIXWXUHVSRVLWLRQ7KHJHQHUDOIXWXUHVKHGJLQJSULQFLSOHLVWKDWWKHUHTXLUHGIXWXUHVKHGJHLVRSSRVLWHLQVLJQWRWKHSK\VLFDOH[SRVXUH2QHZD\RIFRQVLGHULQJWKHGLIIHUHQFHEHWZHHQIRUZDUGDQGIXWXUHVFRQWUDFWVLVWKDWIXWXUHVXQEXQGOH WKH ULVN PDQDJHPHQW DQG PDUNHWLQJ IXQFWLRQV RI IL[HG SULFH IRUZDUG FRQWUDFWV $IL[HGIRUZDUGFRIIHHH[SRUWFRQWUDFWREOLJHVWKHLPSRUWLQJFRPSDQ\ERWKWRWDNHGHOLYHU\RIWKHH[SRUWHG FRIIHH EHDQV DQG WR DVVXPH WKH ORQJ FRIIHH SULFH H[SRVXUH 7KH DOWHUQDWLYHDUUDQJHPHQWLVWKDWWKHH[SRUWHUQHJRWLDWHDFRQWUDFWIRUGLIIHUHQFHVZKLFKOHDYHVKLPZLWKWKHSULFHH[SRVXUHDQGWKHQRIIVHWVWKLVWKURXJKVDOHRIWKHUHTXLUHGQXPEHURIFRPPRGLW\IXWXUHV+HGJHUV XVH FRPPRGLW\ IXWXUHV WR UHGXFH WKHLU ULVN H[SRVXUH %\ FRQWUDVW VSHFXODWRUVUHIHUUHGWRDV³QRQFRPPHUFLDOV´E\86UHJXODWRUVKDYHQRSK\VLFDOLQWHUHVWLQWKHFRIIHHWUDGHDQGWDNHRQDORQJRUVKRUWIXWXUHVSRVLWLRQHLWKHUZLWKDYLHZRQH[SHFWHGIXWXUHPRYHPHQWVLQWKHFRIIHHSULFHRUIRUUHDVRQVRISRUWIROLRGLYHUVLILFDWLRQ1RQFRPPHUFLDOVSURYLGHWKHPDUNHWOLTXLGLW\DJDLQVWZKLFKFRPPHUFLDOVFDQWUDGH$QLPSRUWDQWIHDWXUHRIERWKIRUZDUGDQGIXWXUHVFRQWUDFWVLVWKDWWKH\DUHV\PPHWULFZLWKUHVSHFWWRULVHVDQGIDOOVLQSULFHVIRUDVKRUWZKRKDVVROGWKHIXWXUHDVXEVHTXHQWIDOOLQWKHFRPPRGLW\SULFHVLPSOLHVWKDWH[SRVWKHZLOOKDYHSURILWHGUHODWLYHWRWKHXQKHGJHG SRVLWLRQZKLOH D ULVH LQ WKH FRPPRGLW\ SULFH LPSOLHV WKDW KH ZLOO KDYH ORVW PRQH\ UHODWLYH WR WKHXQKHGJHG SRVLWLRQ:HPD\FKDUDFWHUL]HWKHVHFRQWUDFWVDVYDULDQFHUHGXFLQJ$KHDOWKZDUQLQJLVDOVRLPSRUWDQW%H\RQGSXUHKHGJLQJWUDQVDFWLRQVWUDGLQJLQIRUZDUGVRUIXWXUHVKDVWKHSRWHQWLDORIJHQHUDWLQJYHU\ODUJHSURILWVEXWHTXDOO\YHU\ODUJHORVVHV$ODUJHQXPEHU RI HQWHUSULVHV LQFOXGLQJ SDUDVWDWDO FRPPRGLW\ RUJDQL]DWLRQV LQ GHYHORSLQJ FRXQWULHVKDYH LQFXUUHG ODUJH ORVVHV WKURXJK XQDXWKRUL]HG IXWXUHV WUDGLQJ 7KHVH ORVVHV KDYH W\SLFDOO\UHVXOWHGZKHQWUDGHUVRUHQWHUSULVHVKDYHDVVXPHGULVNLQFUHDVLQJSRVLWLRQVXQGHU WKHJXLVHRIKHGJLQJZKLFKLVQHFHVVDULO\ULVNUHGXFLQJ7KHOHVVRQVIURPWKHVHORVVHVLV WKDW IRUZDUGDQGIXWXUHV WUDGLQJ SUHVXSSRVHV WKH H[LVWHQFH JRRGPDQDJHPHQW LQIRUPDWLRQ V\VWHPV DQG VWURQJ
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VPD\KDYHFRQWULEXWHGWRDPLWLJDWLRQRI WKH UHGXFWLRQ LQ UHYHQXHV IURP FRIIHH $PDMRU LPSDFW RI OLEHUDOL]DWLRQ RI WKH PDUNHWLQJFKDLQ ZLOO EH LQFUHDVHG FRPSHWLWLRQ DQG DV D UHVXOW ORZHU SULFHV IRU LQWHUPHGLDULHV VXFK DVWUDGHUV DQG SURFHVVRUV :H VKRXOG WKHUHIRUH H[SHFW WKH VKDUH RI WKH IRE SULFH REWDLQHG E\IDUPHUV WR LQFUHDVH DIWHU OLEHUDOL]DWLRQ /LEHUDOL]DWLRQ DOVR WHQGV WR VSHHG XS PDUNHWLQJ DQGSD\PHQW
 =LPEDEZHFRHIILFLHQWRIYDULDWLRQFYRISURGXFWLRQLVDQGWKHFYRIH[SRUWVLQ(WKLRSLD.HQ\DDQG8JDQGDFYRISURGXFWLRQFYRIH[SRUWVDQGLQ7DQ]DQLDFYRISURGXFWLRQFYRIH[SRUWV&DOFXODWLRQVDUHRQWKHEDVLVRIDQQXDOGDWDIRUWKHSHULRG &RPSDUDEOHGDWDIURP81&RPPRGLW\7UDGH6WDWLVWLFV6,7&DUHODFNLQJDQGKHQFHWKHVHDUHSURFHVVHGGDWDIURPRWKHUVRXUFHV:HFDOFXODWHGDQDYHUDJHVKDUHRILQWKHSHULRGRQWKHEDVLVRI,&2FRIIHHH[SRUWGDWD HYDOXDWHGDWDQQXDODYHUDJHSULFHVSDLGWRJURZHUVLQ86SHUNJDQGUHODWHGWR,)6,0)H[SRUWGDWD7KH,&2FRXQWU\SURILOHUHSRUWVDVKDUHRIFRPLQJGRZQIURPLQWKHV 8QDYDLODEOHLQ81&RPPRGLW\7UDGH6WDWLVWLFV6,7&
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&DOFXODWLRQV IRU D OLPLWHG QXPEHU RI REVHUYDWLRQV RQ DQQXDO DJJUHJDWH SURGXFWLRQ VKRZ WKDWYRODWLOLW\ RI SURGXFWLRQ LV DW PRVW KDOI DV KLJK DV YRODWLOLW\ LQ SULFHV )URP DQ DJJUHJDWHSHUVSHFWLYHWKLVLQGLFDWHVWKDWSULRULW\VKRXOGEHDIIRUGHGWRSULFHULVNPDQDJHPHQWUDWKHUWKDQFURSULVNPDQDJHPHQW$JJUHJDWHILJXUHVQHYHUWKHOHVVIDLOWRUHSUHVHQWWKHFURSULVNVDWWKHIDUPOHYHO(YLGHQFHRQSURGXFWLRQRIDQXPEHURILQGLYLGXDO.HQ\DQFRRSHUDWLYHVRYHU WKHSHULRG LQGLFDWHV WKDW YRODWLOLW\ RI SURGXFWLRQ LV FORVH WR SULFH YRODWLOLW\ 7KHVH GDWD DOVRUHYHDO WKDW YRODWLOLW\ RI VDOHV LQ YDOXH WHUPV SULFH WLPHV TXDQWLW\ DUH VXEVWDQWLDOO\ KLJKHUZKLFKVXJJHVWVWKDWSULFHSHDNVDUHQRWIXOO\FRPSHQVDWHGE\SURGXFWLRQWURXJKVRUYLFHYHUVD




































7KH SRVVLELOLW\ RI LQFUHDVLQJ \LHOG LV FUXFLDO LQ VHWWLQJ WKH LQFHQWLYHV IRU IDUPHUV WR UDLVHVXIILFLHQW IXQGV WR EX\ LQSXWV <LHOGV LQ FRIIHH FXOWLYDWLRQ VKRZ ODUJH GLIIHUHQFHV DPRQJVPDOOKROGHUV DPRQJHVWDWHV EHWZHHQ VPDOOKROGHUV DQG HVWDWHV EHWZHHQ UHJLRQV DQGEHWZHHQ

FRXQWULHV +RZHYHU FRXQWU\ GDWD VKRZQ LQ )LJXUH  UHYHDO WKDW DYHUDJH \LHOGV LQ FRIIHHFXOWLYDWLRQDUHKLJKHVWLQ=LPEDEZHFORVHWRNJSHUKHFWDUHRIKDUYHVWHGDUHD7KHVHKLJK\LHOGV UHIOHFW KLJK LQSXW XVH VHH $QQH[ $ 6HFRQG KLJKHVW DYHUDJH \LHOGV DUH UHDOLVHG LQ(WKLRSLD VOLJKWO\ DERYHNJ SHU KHFWDUH KDUYHVWHGDUHD 7KH UHPDLQLQJ FRXQWULHV KDYHORZHUDYHUDJH\LHOGV.HQ\DDURXQGNJSHUKD7DQ]DQLDDURXQGNJSHUKDDQG8JDQGDDURXQGNJSHUKD.HQ\DQDYHUDJH\LHOGVDUHQRWSDUWLFXODUO\KLJKLQYLHZRIWKHUHODWLYHO\KLJKLQSXWXVHDQGPHFKDQLVDWLRQRIDJULFXOWXUHVHH$QQH[$7KH DYDLODELOLW\ RI H[WHQVLRQ VHUYLFHV PD\ DOVR EH DQ LPSRUWDQW GHWHUPLQDQW RI \LHOG LQFRIIHH FXOWLYDWLRQ LQ SDUWLFXODU EHFDXVH JRYHUQPHQW IXQGHG H[WHQVLRQ VHUYLFHV KDYH EHHQUHGXFHGLQWKHFRXUVHRIOLEHUDOL]DWLRQLQWKHHDUO\V7KLVPD\DOVRH[SODLQWKHORZHU\LHOGOHYHO LQ .HQ\D 7KH W\SH RI LQIRUPDWLRQ SURYLGHG E\ H[WHQVLRQ VHUYLFHV PD\ DOVR GLIIHUGHSHQGLQJRQZKHWKHUWKHVHUYLFHLVFRPPRGLW\VSHFLILFRUJHQHUDOVHH&)&,QWKHODWWHUFDVHH[WHQVLRQVHUYLFHVIRUFDVKFURSVOLNHFRIIHHKDYHWRFRPSHWHZLWKH[WHQVLRQVHUYLFHVIRUIRRGFURSVDQGWKHVHWHQGWRJHWDKLJKHUSULRULW\+RZHYHUFRPPRGLW\VSHFLILFH[WHQVLRQLVQRWDJXDUDQWHHIRUKLJKTXDOLW\ VHUYLFHVXQWLOH[WHQVLRQ LQ(WKLRSLDZDVFDUULHGRXWE\ WKH0LQLVWU\ RI &RIIHH DQG 7HD 'HYHORSPHQW EXW WKH VHUYLFH ZDV SRRU DQG FRQVWUDLQHG E\ WKHFRQIOLFWWKHQSUHYDLOLQJLQWKHFRXQWU\
 6PDOOKROGHUVDQGHVWDWHV&RIIHH LV JURZQ LQ YDULRXVZD\V DOVR GHSHQGLQJ RQ WKH FRXQWU\ ,Q(WKLRSLD WKHUH DUH IRXUW\SHVRISURGXFWLRQV\VWHPIRUHVWVHPLIRUHVWJDUGHQDQGHVWDWH)RUHVWFRIIHHLVJURZQFRIIHHXQGHU WKH IXOO FRYHUDJH RI QDWXUDO IRUHVW WUHHV DQG DFFRXQWV IRU  RI (WKLRSLD¶V FRIIHHSURGXFWLRQ ,Q VHPLIRUHVW FXOWLYDWLRQ  RI (WKLRSLD¶V FRIIHH SURGXFWLRQ IDUPHUV DFTXLUHIRUHVWODQGDQGWKLQDQGVHOHFWIRUHVWWUHHVWRHQVXUHERWKDGHTXDWHVXQOLJKWDQGSURSHUVKDGHIRUFRIIHHWUHHV*DUGHQFXOWLYDWLRQSHUWDLQVWRFXOWLYDWLRQLQORZGHQVLWLHVLQWHUFURSSHGZLWKRWKHUFURSVDQGXVXDOO\IHUWLOLVHGZLWKRUJDQLFZDVWHV)LQDOO\SODQWDWLRQVRUHVWDWHVDWWDFKHGWRZHOOPDQDJHGIDUPVIRUPHUO\VWDWHRZQHGRI(WKLRSLD¶VFRIIHHSURGXFWLRQEXWDOVRDQXPEHURISULYDWH IDUPV RI(WKLRSLD¶VFRIIHHSURGXFWLRQZLWK VWDWHRI WKH DUWFXOWLYDWLRQSUDFWLFHVXVH RI UHFRPPHQGHG VHHGOLQJV SURSHU VSDFLQJ PXOFKLQJ ZHHGLQJ VKDGH UHJXODWLRQPDQXULQJ DQG SUXQLQJ ,Q (WKLRSLD VPDOOKROGHU SURGXFHUV DUH UHVSRQVLEOH IRU  RISURGXFWLRQ,Q .HQ\D WKH EXON RI DOO FRIIHH IDUPHUV   DQG DURXQG  LQ QXPEHU  DUHVPDOOKROGHUVZLWKDQDYHUDJHDUHDRIKHFWDUHDQGSURGXFLQJDURXQGRI.HQ\D¶VFRIIHHSURGXFWLRQ7KHUHPDLQLQJSDUW±WKHHVWDWHVHFWRUSHUWDLQVWRODUJHFRIIHHIDUPVDYHUDJHVL]H  KHFWDUH DQG  VPDOO HVWDWHV OHVV WKDQ  KHFWDUH 0RVW ODUJHU HVWDWHV DUH ZHOORUJDQLVHG DJULFXOWXUDO ILUPV XVLQJ KLUHG ODERXU DQG IHUWLOLVHU DQG RWKHU PDWHULDO LQSXWV DVRSSRVHGWRVPDOOKROGHUVZKHUHODERXULVXVXDOO\IDPLO\ODERXUDQGQHJOLJLEOHLQSXWVDUHXVHG$VWXG\DPRQJFRIIHHVPDOOKROGHUVLQWKH&HQWUDO3URYLQFHLQGLFDWHWKDWWKHVHFRIIHHIDUPHUVDUHZHOO GLYHUVLILHG RI DOO VPDOOKROGHUV KDYH FRIIHH UHYHQXHV FRQVWLWXWLQJ OHVV WKDQ  LQWKHLUWRWDOKRXVHKROGLQFRPHDQGRIDOOVPDOOKROGHUVKDYHFRIIHHUHYHQXHVFRQVWLWXWLQJOHVVWKDQRIWKHLUWRWDOKRXVHKROGLQFRPH2QO\RIWKHVPDOOKROGHUVUHSRUWWRKDYHFRIIHHUHYHQXHVWKDWDFFRXQWIRUPRUHWKDQRIWKHLUWRWDOKRXVHKROGLQFRPH.DUDQMD
 2WKHUVRXUFHVUHSRUWVPDOOKROGHU\LHOGVUDQJLQJIURPNJSHUKHFWDUHLQ(WKLRSLDVHH,&2&)&

,Q7DQ]DQLD VPDOOVFDOHIDUPHUVRZQLQJ OHVV WKDQKDSHUKRXVHKROGSURGXFHDERXWRIWRWDO FRIIHH LQ7DQ]DQLD0RVWRI WKH VPDOOKROGHU IDUPHUV LQWHUFURS FRIIHHZLWK EDQDQDV7KHPDLQ]RQHVSUDFWLVLQJWKLVV\VWHP.DJHUDDQG.LOLPDQMDUR$UXVKDDFFRXQWIRUDERXWRIFXOWLYDWHGFRIIHH,QWKHVRXWKHUQFRIIHHDUHDV5XYXPDDQG0EH\DLQWHUFURSSLQJZLWKRWKHUIRRGDQGFDVKFURSVOLNHPDL]HLVDOVRSUDFWLVHG*HQHUDOO\UHJLRQVZKHUHFRIIHHLVJURZQDUHDOVRLPSRUWDQWIRUFXOWLYDWLRQRIEDVLFIRRGVDQGWKHUHLVFRPSHWLWLRQEHWZHHQFRIIHHDQGWKHVHIRRGFURSV&RIIHHLVSUHGRPLQDQWO\JURZQWRSURYLGHFDVKLQFRPH,Q8JDQGD DWRWDORIVPDOOKROGHUVFXOWLYDWHFRIIHHRQIDLUO\VPDOOKROGLQJVZLWKDQDYHUDJHSORW VL]HRIKHFWDUHVDQGDUH UHVSRQVLEOH IRUPRVWRI WKH FRIIHHSURGXFWLRQ VHH,&20RVWFRIIHHSORWVDUH LQWHUFURSSHGZLWKRWKHUFURSVPDLQO\EDQDQDVEHDQVDQGJURXQGQXWV &RIIHH FXOWLYDWLRQ LQ 8JDQGD WDNHV SODFH XVLQJ D ORZ LQSXW ± ORZ RXWSXWWHFKQRORJ\'XH WR VXEVLVWHQFH IDUPLQJ UHOLDQFH RQ IDPLO\ ODERXUPRGHVW XVH RI SXUFKDVHGLQSXWVDGYDQFHGIDUPLQJWHFKQLTXHVDQGLUULJDWLRQ8JDQGDLVDORZFRVWSURGXFHUZLWKSHUXQLWSURGXFWLRQ FRVW WKDW DUH OHVV WKDQ  RI9LHWQDP SURGXFWLRQ FRVWV0RVW FRIIHH IDUPHUV LQ8JDQGDDUHYHU\ VPDOO DQGSRRU DQG ODFN IXQGV WR DIIRUG WKH HTXLSPHQW IRUZHW SURFHVVLQJKHQFHPRVWFRIIHHLVGU\SURFHVVHG&RIIHHSURGXFWLRQLQ=LPEDEZH LVUHODWLYHO\UHFHQWDQGGDWHVIURPWKHPLGQLQHWHHQVL[WLHV,WZDVSLRQHHUHGE\FRPPHUFLDOIDUPHUVPDQ\RIZKRPZHUHQHZLPPLJUDQWVWR WKHFRXQWU\WKHQWKH%ULWLVKFRORQ\RI6RXWKHUQ5KRGHVLDIURPRWKHUFRORQLDORUH[FRORQLDOFRXQWULHVRUIURP (XURSH 7KHUH DUH QRZ DURXQG  FRPPHUFLDO IDUPHUV ORFDWHG DURXQG 0XWDUH DQG&KLSLQJH QHDU WKH0R]DPELTXH ERUGHU 3URGXFWLRQ LV DOPRVW HQWLUHO\ DPLOGZDVKHG DUDELFD7KHUHZDVQRWUDGLWLRQRIVPDOOKROGHUFRIIHHIDUPLQJZKLFKKDVJURZQLQDKDSKD]DUGZD\DVWKHUHVXOWRIDODFNRIVXSSRUWLYHLQVWLWXWLRQDOVWUXFWXUHV2QHVLJQLILFDQWSRFNHWRIVPDOOKROGHUSURGXFWLRQRQWKHVORSHVRI0RXQW6HOLQGDRQWKH0R]DPELTXHERUGHUQHDU&KLSLQJHJUHZRXWRI D IDLOHG &RPPRQZHDOWK 'HYHORSPHQW &RUSRUDWLRQ &'& GDLU\ SURMHFW RQ WKH EDVLV RI6WDEH[SD\PHQWV7DEOHVXPPDUL]HVWKHPRVWLPSRUWDQWIHDWXUHVRIWKHW\SHRISURGXFWLRQ,Q7DEOHWKHKDUYHVWLQJ SHULRGV LQ WKH YDULRXV FRXQWULHV DUH LQGLFDWHG 7KH FRIIHH VHDVRQ VWUHWFKHV RYHU DSHULRGRIPRQWKV
7DEOH &RIIHHSURGXFWLRQVPDOOKROGHUVDQGHVWDWHV(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZHVPDOOKROGHUV¶VKDUHLQSURGXFWLRQRIFRIIHH     QXPEHU   DUHD    DYHUDJHVL]HLQKD    DYHUDJHVL]HRIHVWDWHVLQKD IDPLOLHVGHSHQGHQWRQFRIIHH[  SHRSOHGHSHQGHQWRQFRIIHHLQPOQV  YDULRXVVRXUFHV

7DEOH &RIIHHSURGXFWLRQKDUYHVWLQJSHULRG(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZHPDLQKDUYHVWDUDELFD 2FW$SU 2FW'HF 2FW'HF 6HSW'HF -XO\2FWVHFRQGDU\KDUYHVWDUDELFD -XQH	$XJPDLQKDUYHVWUREXVWD -XQH'HF \HDU URXQGSHDN LQ0D\-XQHVRXUFH,&2
 7KHFRIIHHFRPPRGLW\FKDLQ2QFHWKHFRIIHHEHUULHVRQWKHWUHHVWXUQUHGWKHIDUPHUVPXVWFROOHFWWKHFKHUULHVZLWKLQDIHZGD\VDQGVWDUW WKHVRFDOOHGSULPDU\SURFHVVLQJ VRUWLQJFOHDQLQJGU\LQJKXOOLQJZDVKLQJRUSXOSLQJDQGGU\LQJVLQFHRWKHUZLVHWKHFKHUULHVVSRLO7KHSLFNLQJVHDVRQXVXDOO\H[WHQGVRYHUDIHZPRQWKV7KHKDUYHVWRIFKHUULHVVKRXOGEHWUDQVSRUWHGDOPRVWGLUHFWO\WRHLWKHUDSXOSHU\RUFRIIHHZDVKLQJVWDWLRQRUWKH\VKRXOGEHSURFHVVHGRQWKHIDUP7ZRSULPDU\SURFHVVLQJWHFKQLTXHVDUHSUDFWLVHGWKHGU\PHWKRGDQGWKHZHWPHWKRG7KHGU\PHWKRG DOVR FDOOHG WKHQDWXUDOPHWKRG LV WKHROGHVW VLPSOHVW WHFKQLTXH IRU GRLQJ WKHSULPDU\SURFHVVLQJDQGUHTXLUHVOLWWOHPDFKLQHU\7KHPHWKRGLQYROYHVGU\LQJWKHZKROHFKHUU\7KHUH DUH YDULDWLRQV RQ KRZ WKH SURFHVV PD\ EH FDUULHG RXW GHSHQGLQJ RQ WKH VL]H RI WKHSODQWDWLRQWKHIDFLOLWLHVDYDLODEOHDQGWKHILQDOTXDOLW\GHVLUHG7KHWKUHHEDVLFVWHSVFOHDQLQJGU\LQJDQGKXOOLQJDUHGHVFULEHGEHORZ)LUVWO\ WKHKDUYHVWHGFKHUULHVDUHXVXDOO\VRUWHGDQGFOHDQHG WR VHSDUDWH WKH XQULSH RYHUULSH DQG GDPDJHG FKHUULHV DQG WR UHPRYH GLUW DQG RWKHUUXEELVK7KHULSHFKHUULHVPD\EHVHSDUDWHGE\IORWDWLRQLQZDVKLQJFKDQQHOVFORVHWRWKHGU\LQJDUHDV7KHFRIIHHFKHUULHVDUHVSUHDGRXWLQWKHVXQHLWKHURQODUJHFRQFUHWHRUEULFNSDWLRVRURQPDWWLQJUDLVHGWRZDLVWKHLJKWRQWUHVWOHV$VWKHFKHUULHVGU\WKH\DUHUDNHGRUWXUQHGE\KDQGWRHQVXUHHYHQGU\LQJ,WPD\WDNHXSWRIRXUZHHNVEHIRUHWKHFKHUULHVDUHGULHGWRWKHRSWLPXPPRLVWXUH FRQWHQW GHSHQGLQJRQ WKHZHDWKHU FRQGLWLRQV2Q ODUJHU SODQWDWLRQVPDFKLQHGU\LQJLVVRPHWLPHVXVHGWRVSHHGXSWKHSURFHVVDIWHUWKHFRIIHHKDVEHHQSUHGULHGLQWKHVXQIRUDIHZGD\V7KHGULHGFKHUULHVDUHVWRUHGLQEXONLQVSHFLDOVLORVXQWLOWKH\DUHVHQWWRWKHPLOOZKHUHKXOOLQJVRUWLQJJUDGLQJDQGEDJJLQJWDNHSODFHVHHEHORZ7KHZHWPHWKRG UHTXLUHVWKHXVHRIVSHFLILFHTXLSPHQWDQGVXEVWDQWLDOTXDQWLWLHVRIZDWHU$V LQWKHGU\PHWKRGSUHOLPLQDU\VRUWLQJDQGFOHDQLQJRIWKHFKHUULHVLVXVXDOO\QHFHVVDU\ WRUHPRYHSDUWLDOO\GULHGDQGXQULSHFKHUULHVVWRQHVDQGGLUW$IWHUVRUWLQJDQGFOHDQLQJWKHSXOSLV UHPRYHG IURP WKH FKHUU\ 7KH SXOSLQJ LV GRQH E\ DPDFKLQHZKLFK VTXHH]HV WKH FKHUULHVEHWZHHQIL[HGDQGPRYLQJVXUIDFHV7KHIOHVKDQGWKHVNLQRIWKHIUXLWDUHOHIWRQRQHVLGHDQGWKHEHDQVHQFORVHGLQWKHLUPXFLODJLQRXVSDUFKPHQWFRYHULQJRQWKHRWKHU7KHSXOSHGEHDQVJR RQ WR YLEUDWLQJ VFUHHQV ZKLFK VHSDUDWH WKHP IURP DQ\ XQSXOSHG RU LPSHUIHFWO\ SXOSHGFKHUULHVDVZHOODV IURPDQ\ ODUJHSLHFHVRISXOS WKDWPLJKWKDYHSDVVHG WKURXJKZLWK WKHP)URPWKHVFUHHQVWKHVHSDUDWHGSXOSHGEHDQVWKHQSDVVWKURXJKZDWHUZDVKLQJFKDQQHOVZKHUHDIXUWKHU IORWDWLRQ VHSDUDWLRQ WDNHV SODFH EHIRUH WKH\ DUH VHQW WR WKH QH[W VWDJH %HFDXVH WKHSXOSLQJ LV GRQH E\ PHFKDQLFDO PHDQV LW QRUPDOO\ OHDYHV VRPH UHVLGXDO IOHVK DV ZHOO DV WKHVWLFN\PXFLODJH DGKHULQJ WR WKHSDUFKPHQW VXUURXQGLQJ WKH EHDQV7KLV KDV WR EH FRPSOHWHO\
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KDUYHVWLQJ
:HYLVLWHGWKH.LELQJH&RIIHH)DUPHUV¶$VVRFLDWLRQDJURXSWKDWDOVRIHDWXUHVLQWKH,7)SURSRVDOIRU8JDQGDVHH,7)$VVRFLDWLRQVDUHDQDOWHUQDWLYHWRFRRSHUDWLYHV7KH\DUHORRVHYROXQWDU\JURXSVYDU\LQJLQVL]HIURPIDUPHUVZKRFKRRVHWKHLURZQUXOHV$VVRFLDWLRQVWHQGWRFRQFHQWUDWHRQH[WHQVLRQDQGVRPHLQFUHGLWDQGDV\HWKDYHQRWPRYHGLQWRPDUNHWLQJ7KHDVVRFLDWLRQVDUHIXQGHGWKURXJKFRQWULEXWLRQVRISDUWLFLSDQWVDQGSDUWLFLSDWLRQLVYROXQWDU\)LQDQFLDO6HUYLFH$VVRFLDWLRQV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WDVWH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7KHFRQWUDFWVL]HIRU WKH DUDELFD FRQWUDFW LV  EDJV NJ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/RQGRQPDUNHWV WUDGLWLRQDOO\DWWUDFW OHVVVSHFXODWLYH LQWHUHVW WKDQ$PHULFDQPDUNHWVDQG LW LVZLGHO\ EHOLHYHG WKLV LV WUXH RI WKH1<%27DQG/,))( FRIIHHPDUNHWV+RZHYHU DEVHQFH RIFRPSDUDEOHGDWDPDNHVLWGLIILFXOWWRYHULI\WKLVFODLP+HGJHUVKDYHOLWWOHFKRLFHRYHUWKHWZRPDUNHWV±DQDUDELFDSURGXFHUZLOOQRUPDOO\ILQGDPXFKEHWWHUKHGJLQJEDVLVRQ1HZ<RUNDQGD UREXVWD SURGXFHU LQ /RQGRQ %\ FRQWUDVW VSHFXODWRUV ZLOO WUDGH ZKHUH WUDGLQJ FRVWV DQGOLTXLGLW\PDNHWKLVDWWUDFWLYHDOWKRXJKRIWHQZLWKDELDVWRZDUGVDORFDOPDUNHW±LPSO\LQJWKH1<%27 IRU WKH PDMRULW\ RI 86EDVHG VSHFXODWRUV DQG FRPPRGLW\ IXQGV 7KLV DGYDQWDJH LQIDYRXURI1HZ<RUNPD\KDYHEHFRPHPRUHDFXWHDVWKHUHVXOWRIDQDSSDUHQWZLGHQLQJRIWKH/,))(FRIIHHELGDVNVSUHDGVXEVHTXHQWWRWKHPRYHWRHOHFWURQLFWUDGLQJ
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 %DVLVULVNPHDVXUHPHQW7KHEDVLVLVWKHGLIIHUHQFHEHWZHHQDQ\WZRSULFHV7KHPRVWLPSRUWDQWEDVLVLVWKHGLIIHUHQFHEHWZHHQWKHSULFHWKDWLWLVSURSRVHGWRKHGJHDQGWKHIXWXUHVSULFHDJDLQVWZKLFKWKHKHGJHLVPDGH7KHVHWZRSULFHVGRQRWQHHGWREHLGHQWLFDOEXWLW LVLPSRUWDQWWKDWWKH\PRYHFORVHO\WRJHWKHU %DVLV ULVN LV WKH ULVN WKDW WKH\PRYH LQGHSHQGHQWO\ 7KLV ULVN LVPHDVXUHG E\ RQHPLQXVWKHFRUUHODWLRQEHWZHHQFKDQJHVLQWKHSULFH3 WREHKHGJHGDQGFKDQJHVLQWKHIXWXUHVSULFH) DJDLQVWZKLFK WKHKHGJH LVPDGH7KHSULFHGLIIHUHQFH LVGHILQHG WREH WKHGLIIHUHQFHRYHU WKH SHULRG RI WKH LQWHQGHG KHGJH %DVLV ULVN PD\ EH GLIIHUHQW IRU VKRUW DQG ORQJ WHUPKHGJHVSDUWLFXODUO\ VLQFH ORQJHU WHUPKHGJHV DUHPRUH OLNHO\ WKDQ VKRUW WHUPKHGJHV WR VSDQFURS\HDUV%DVLVULVNPD\DOVRGLIIHUDFFRUGLQJWRWKHJUDGHRIFRIIHH
 /RFDOSULFHV7KHPHDVXUHPHQWRIEDVLVULVNUHTXLUHVWKDWZHKDYHJRRGPHDVXUHVRIERWKORFDOSULFHVDQGWKHIXWXUHVPDUNHW SULFH 7KH ODWWHU UHTXLUHPHQW LV QRW SUREOHPDWLF EXW WKH IRUPHU LV OHVV HDVLO\VDWLVILHG7KHUHDUHWZRSRVVLELOLWLHV7KHILUVWLVWRXVHDQDXFWLRQSULFH$XFWLRQVJLYHULVHWRFOHDUO\PHDVXUHGDQGUHFRUGHGSULFHVEXWWKHUHPD\EHSUREOHPVRIVHDVRQDOLW\OHVVJRRGFRIIHHPD\EHVROGDW WKHVWDUWDQGHQGRI WKHVHDVRQ 7KHUH LVDOVR WKH LPSRUWDQW LVVXHRIZKLFKRI WKHPDQ\SULFHVSHUGD\REWDLQHGDWDQDXFWLRQWRWDNHDVUHSUHVHQWDWLYH2XUSUHIHUUHGFKRLFHLVWRXVH D PHGLDQ SULFH LI SRVVLEOH E\ JUDGH RU E\ PRVW LPSRUWDQW JUDGH 7KH PHGLDQ KDV WKHDGYDQWDJHRYHUWKHPHDQWKDWLWLVQRWLQIOXHQFHGE\H[WUHPHKLJKRUORZSULFHV $XFWLRQSULFHVDUH DYDLODEOH IRU (WKLRSLD .HQ\D DQG 7DQ]DQLD )RU 8JDQGD DQG =LPEDEZH ZH KDYHLQIRUPDWLRQRQH[SRUWSULFHVDQGZHFDQDJDLQWDNHDPHGLDQRIWKHVH




 %DVLVULVNDQGSULFHIORRUJXDUDQWHHV$ SRRU FRUUHODWLRQ EHWZHHQ WKH H[FKDQJH SULFH DQG WKH SULFH WR EH LQVXUHG XQGHUPLQHV WKHHIIHFWVRIKHGJLQJXVLQJH[FKDQJHIXWXUHVFRQWUDFWV+RZHYHU LWGRHVQRWGLUHFWO\ IROORZ WKDWSULFHIORRUJXDUDQWHHVEDFNHGIRUH[DPSOHE\DQ27&RSWLRQZRXOGEHVLPLODUO\DIIHFWHG7KLVLVEHFDXVHLQORRNLQJDWSULFHIORRUVZHDUHFRQFHUQHGRQO\ZLWKGRZQZDUGPRYHPHQWVLQSULFHRIDPDJQLWXGHVXIILFLHQWWRWULJJHUSD\PHQW:KDWLVRILQWHUHVWIRUWKLVTXHVWLRQLVZKHWKHUDTXDOLI\LQJ GHFOLQH LQ WKH ORFDO SULFH LV RU LV QRW DVVRFLDWHGZLWK D FRPSDUDEOH GHFOLQH LQ WKHH[FKDQJHSULFH7KLVTXHVWLRQLVPRUHGLIILFXOWWRDQVZHUWKDQWKHHDUOLHUTXHVWLRQRIWKHHIILFDF\RIIXWXUHVKHGJLQJ,QSDUWLFXODULWZLOOGHSHQGRQGHVLJQIHDWXUHVRIWKHSULFHJXDUDQWHHKRZIDURXWRIWKHPRQH\DQGRYHUZKDWSHULRGDYHUDJLQJWDNHVSODFH)RUWKHVHUHDVRQVLWPD\EHQHFHVVDU\WRSHUIRUPVWRFKDVWLFVLPXODWLRQVWRREWDLQSUHFLVHHVWLPDWHVRIKHGJDELOLW\,QZKDWIROORZVZHDGRSWDVLPSOHUPHDVXUH:HFRQVLGHUSXUFKDVHRIDSULFHIORRUEHQHDWKFXUUHQWSULFHVLQWHUPVRIWKHUHOHYDQWH[FKDQJHFRQWUDFWDQGDVNRQZKDWSURSRUWLRQRIRFFDVLRQVLQZKLFKWKHORFDOSULFHGHFOLQHGE\ZRXOGWKLVLQVXUDQFHKDYHSDLG
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 $UDELFDEDVLVULVN±(WKLRSLD,Q SULQFLSOHZHFDQ SHUIRUPEDVLV ULVN FDOFXODWLRQV IRU(WKLRSLD+RZHYHU IRUHLJQ H[FKDQJHUHJXODWLRQ LV KLJKO\ UHVWULFWLYH LQ (WKLRSLD $V D UHVXOW LQWHUQDWLRQDO KHGJLQJ WUDQVDFWLRQV E\(WKLRSLDQ H[SRUWHUV DUH FXUUHQWO\ QRW DOORZHG DQG LQWHUQDWLRQDO URDVWLQJ FRPSDQLHV DUHSURKLELWHGIURPEX\LQJFRIIHHLQ(WKLRSLD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ILJXUHVDUHEDVHGRQDXFWLRQGDWDRIWKHSHULRG1RYHPEHU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7KH OHVVRQV IURP WKH FDOFXODWLRQV UHSRUWHG LQ7DEOHV  ±  LV WKDW EDVLV ULVN LQ.HQ\D LVYDU\LQJ IURPPRGHUDWH WRKLJK5HFDOO WKDW WKH YDULDQFH UHGXFWLRQ WKURXJK D IXWXUHV KHGJH LVJLYHQ E\ WKH VTXDUHG FRUUHODWLRQ FRHIILFLHQW 7KHUH GRHV DSSHDU WR KDYH EHHQ DQ DFFHSWDEOHYDULDQFHUHGXFWLRQLQRYHUDQGZHHNSHULRGVEXWQRWRYHUWKHORQJHUZHHNSHULRG+RZHYHUWKHKHGJHDJDLQVWWKH1<%27GLVDSSHDUVLQDQG:HEHOLHYHWKDWWKHGLYRUFHRIWKH1&(DQG1<%27SULFHVUHODWHVWRWKHIXQGDPHQWDORYHUVXSSO\ RI FRIIHH LQ WKH ZRUOG PDUNHW ZKLFK KDV GULYH WKH ZRUOG FRIIHH SULFH GRZQ WRXQSUHFHGHQWHGO\ ORZ OHYHOV LQ UHDO WHUPV +RZHYHU GHVSLWH WKH DJJUHJDWH RYHUVXSSO\SRVLWLRQWKH.HQ\DQFURSKDVEHHQSRRUDQG.HQ\DQFRIIHHKDVEHHQLQUHODWLYHO\WLJKWGHPDQGSDUWO\DVWKHFRQVHTXHQFHRIORZ\LHOGVRYHUWKHSDVWWZRFURS\HDUVEURXJKWRQE\SRRUUDLQIDOO$OWKRXJKURDVWHUVDUHDEOHWRVXEVWLWXWHFRIIHHVIURPGLIIHUHQWRULJLQVDJDLQVWHDFKRWKHUWRVRPHH[WHQWWKLVLVDSSDUHQWO\OHVVWUXHRI.HQ\DQFRIIHHWKDQRIFRIIHHIURPRWKHURULJLQVEHFDXVHRIWKHVXFFHVVRI.HQ\DLQHVWDEOLVKLQJ LWVHOIDVDEUDQG7KHFRQVHTXHQFHLVWKDW.HQ\DQFRIIHHSULFHVIHOOE\PXFK OHVV WKDQ1<%27SULFHVGXULQJ7KLVPDNHV ULVNPDQDJHPHQWERWKPRUHGLIILFXOWEXWDOVROHVVQHFHVVDU\:H QRZ WXUQ WR WKH LVVXH RI ZKHWKHU DQ 1<%27 SULFH IORRU ZRXOG JLYH D JRRG KHGJH IRU.HQ\DQFRIIHHIDUPHUV7KHUHVXOWVRIWKLVDQDO\VLVDUHJLYHQLQ7DEOHZHHNKRUL]RQDQG7DEOHZHHNKRUL]RQ7KH WDEOHJLYHV WKHQXPEHURIZHHNV LQHDFKFURS\HDU WKDW WKH1&(SULFHIHOOE\PRUHWKDQDQGWKHSHUFHQWDJHRIWKHVHZHHNVLQZKLFKD1<%27EDVHGRSWLRQZRXOGKDYHSDLGRXW 1RWHWKDWWKHUHDUHLQVXIILFLHQWREVHUYDWLRQVDYDLODEOHIRUWRJLYHUHOLDEOHHVWLPDWHV5HVXOWVIRUWKHZHHNKRUL]RQ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ZHHN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 ,QWHUPHGLDWLRQRISULFHIORRUVWRIDUPHUVDQGFRRSHUDWLYHV,Q 6HFWLRQ  ZH HVWDEOLVKHG WKDW WKH DSSURSULDWH ULVN PDQDJHPHQW LQVWUXPHQW IRUVPDOOKROGHUIDUPHUVLVWKHSULFHIORRUEDFNHGE\DSXWRSWLRQ7KHPRVWVWUDLJKWIRUZDUGSULFHULVN PDQDJHPHQW VFKHPH LV WR XVH DQ DSSURSULDWH /70 WR LQWHUPHGLDWH SULFH IORRUV WRFRRSHUDWLYHVRU IDUPHUVDVVRFLDWLRQVZKRLQ WXUQZRXOGPDNH WKLV LQVXUDQFHDYDLODEOH WR WKHLUIDUPHU PHPEHUV DV JXDUDQWHHG PLQLPXP SULFHV RQ WKH LQVXUHG TXDQWLWLHV 3D\PHQW RI WKHSUHPLXPFRXOGHLWKHUEHXSIURQWIURPDFFXPXODWHGUHVHUYHVRURQDFUHGLWEDVLVDVDGHGXFWLRQIURPHYHQWXDODXFWLRQVDOHUHYHQXHV$Q\VXFKGHGXFWLRQZRXOGEHDXWRPDWHGWKHUHE\UHGXFLQJSHUIRUPDQFHULVNWRDPLQLPXP7KHSULPHUHTXLUHPHQWIRUWKHRSHUDWLRQRIDSULFHIORRUVFKHPHLVWKHH[LVWHQFHRIDVXLWDEOH/70+RZHYHUVLQFHSUHPLXPSD\PHQW LVOLNHO\ WREHRQDFUHGLWEDVLVSHUIRUPDQFH LVDOVRLPSRUWDQWDQGWKHH[LVWHQFHRIDVXLWDEOHFRQVWULFWLRQSRLQWZLOODOVREHDGHWHUPLQDQWRIVFKHPHIHDVLELOLW\
 &ROODWHUDOL]DWLRQRIZDUHKRXVHUHFHLSWVDQGWUDGHILQDQFH7KH $IULFDQ FRIIHH PDUNHWLQJ FKDLQ RIWHQ VHHV FRIIHH LQYHQWRULHV KHOG LQ ZDUHKRXVHV IRU DSHULRGRIRQHWRWKUHHPRQWKVSULRUWRH[SRUW7KLVLVWUXHSDUWLFXODUO\LQFRXQWULHVWKDWUHTXLUHDOOFRIIHHWREHVROGDWDXFWLRQ$VQRWHGDXFWLRQVDUHSRVVLEOHSRLQWVRIFRQVWULFWLRQDQGVRFDQIDFLOLWDWH WKH LQWHUPHGLDWLRQRISULFH ULVNPDQDJHPHQWE\ LPSURYLQJFRQWUDFWSHUIRUPDQFH$WWKH VDPH WLPH WKH\ LQFUHDVH WKH QHHG IRU SULFH ULVN PDQDJHPHQW E\ H[WHQGLQJ WKH SHULRGEHWZHHQ WKH WLPH WKH FRIIHH LV KDUYHVWHG DQG WKH WLPH IDUPHUV RU LQWHUPHGLDULHV UHFHLYHSD\PHQWVIURPH[SRUWHUV:DUHKRXVH UHFHLSW VFKHPHV KDYH DV REMHFWLYH WKH FROODWHUDOL]DWLRQ RI VWRFNV KHOG LQ WKHPDUNHWLQJ FKDLQ $V VXFK WKHVH VFKHPHV GR QRW SUHVXSSRVH WKH H[LVWHQFH RI SULFH ULVNPDQDJHPHQWSRVVLELOLWLHVEXWWKHXVHRIDQ\VWRFNKHOGXQGHUVXFKDVFKHPHDVFROODWHUDOZLOOEH LQFUHDVHG LI WKH YDOXH RI WKLV VWRFN FDQ EH LQVXUHG ,QVXUDQFH FRXOG EH REWDLQHG HLWKHU E\SXUFKDVHRISULFHIORRUVRUWKURXJKWKHIDFLOLWDWLRQRIDVWDQGDUGVKRUWIRUZDUGRUIXWXUHVKHGJH7KHODWWHUZLOOEHWKHDSSURSULDWHPRGHOLIWKHSURSRVHGEHQHILFLDU\LVDQLQWHUPHGLDU\ZKRZLOOEH SULPDULO\ LQWHUHVWHG LQ SUHVHUYLQJ WKHPDUJLQ EHWZHHQ KLV SXUFKDVH DQG VDOH SULFHV ± VHH6HFWLRQ)RU IDUPHUVRUFRRSHUDWLYHVHLWKHUPRGHOPLJKWEH DSSOLFDEOH2XUYLHZKRZHYHU LV WKDWRQFH WKH KDUYHVW LV FRPSOHWHG IDUPHUV DQG FRRSHUDWLYHV ZKR KROG FRIIHH LQYHQWRU\ DUHHIIHFWLYHO\ RSHUDWLQJ DV LQWHUPHGLDULHV RQ WKHLU RZQEHKDOI DQG DUH EHVW WUHDWHGDV VXFK ,I DVKRUWIXWXUHVSRVLWLRQFDQEHHVWDEOLVKHGRQWKHEDVLVRIWKHFROODWHUDOL]HGLQYHQWRU\WKHIDUPHURUFRRSHUDWLYHHVVHQWLDOO\ORFNVLQWKHWKHQFXUUHQWEDVHYDOXHRIWKHKHGJHGSRUWLRQRIKLVFRIIHHOHDYLQJ WKH GHWHUPLQDWLRQ RI WKH GLIIHUHQWLDO WR WKH PDUNHWLQJ SURFHVV 7KLV ZRXOG JLYH WKHFRRSHUDWLYH WKH1<%27SULFHRQVD\RI WKHFRIIHHKHGHOLYHUVWRWKHZDUHKRXVHDW WKHWLPHRIGHOLYHU\ZLWKSD\PHQWIRUWKHUHPDLQLQJSOXVDQ\GLIIHUHQWLDOKHREWDLQVDWDXFWLRQRQ KLV HQWLUH GHOLYHU\ DIWHU WKH DXFWLRQ 7KH UHVXOW ZRXOG EH WR DGYDQFH D ODUJH SDUW RI WKHSD\PHQWWRWKHFRRSHUDWLYHVE\DSSUR[LPDWHO\VL[ZHHNVDWD]HURRUYHU\VPDOOH[SHFWHGFRVW
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7KHDFWXDOH[SRVWFRVWZRXOGEHSRVLWLYHRUQHJDWLYHGHSHQGLQJWKH1<%27SULFHULVHVRUIDOOVRYHUWKHSHULRGEHWZHHQGHOLYHU\WRWKHZDUHKRXVHDQGDXFWLRQ7KHPDLQUHTXLUHPHQWIRUDVFKHPHRIWKLVVRUWWREHFRPHRSHUDWLRQDOLVWKHH[LVWHQFHRIDQHIILFLHQW ZDUHKRXVH UHFHLSWV VFKHPH 7KDW ZLOO LWVHOI SUHVXSSRVH D VXLWDEOH ILQDQFLDOHQYLURQPHQWLQZKLFKFRPPHUFLDOEDQNVDUHDFWLYHO\LQYROYHGLQWKHFRIIHHVHFWRU
 +DUYHVWILQDQFH2QFH FRIIHH FKHUULHV DUH ULSH WKH\ QHHG WR EH SLFNHG DQG SXOSHG UDSLGO\'HOD\V LQ SLFNLQJUHVXOW LQ TXDOLW\ GHWHULRUDWLRQ DQG LI WKH GHOD\V DUH H[WHQGHG ORVV RI SDUW RI WKH FURS 7KHDYDLODELOLW\RIODERXUDWKDUYHVWWLPHLVDPDMRUFRQVWUDLQWRQWKHDELOLW\RIVPDOOKROGHUIDUPHUVWRH[SDQGWKHDUHDWKH\KDYHXQGHUFRIIHHSURGXFWLRQDQGIRUFHVKLPWRGLYHUVLI\EHPRUHWKDQKH PLJKW RWKHUZLVH FKRRVH 7KH DYDLODELOLW\ RI KDUYHVW FUHGLW HQDEOHV WKLV FRQVWUDLQW WR EHUHOD[HG+DUYHVW ILQDQFHFDQIXQFWLRQPRVWHIIHFWLYHO\ LQDQHQYLURQPHQW LQZKLFKDQ LQWHUPHGLDU\WKH/70 FDQDVVHVV IDUPHUV¶ FURSV DQG WKHUHIRUH WKHLU ILQDQFLQJ UHTXLUHPHQWV7KH SURFHVVPD\EH IXUWKHU IDFLOLWDWHG LI WKH/70 LV DOVR FRQWUDFWHG IRU GHOLYHU\ RI WKLV FURS DQG LV LQ DSRVLWLRQWRHQIRUFHWKHVHFRQWUDFWV+DUYHVWILQDQFHVFKHPHVZLOOEHQHILWIURPWKHDYDLODELOLW\RISULFHIORRUSULFHLQVXUDQFH)XUWKHUPRUHEHFDXVHWKHILQDQFLQJUHTXLUHPHQWLVVKRUWWHUPRQHWRWZRPRQWKVWKHFRVWRIWKLVLQVXUDQFHVKRXOGEHORZDQGW\SLFDOO\ZLOOEHSD\DEOHRQDFUHGLWEDVLVDJDLQVWHYHQWXDOGHOLYHU\RIWKHFURS
 ,QSXWILQDQFH&RIIHHIDUPHUVEHQHILWIURPWKHDYDLODELOLW\RIILQDQFHWRSXUFKDVHLQSXWVSULPDULO\IHUWLOL]HUV)HUWLOL]HU XVH ZLOO WHQG WR EH VXERSWLPDO LI FUHGLW DYDLODELOLW\ LV OLPLWHG RU FUHGLW LV RQO\DYDLODEOHDWYHU\KLJKLQWHUHVWUDWHV7KLVPRWLYDWHVLQSXWILQDQFHVFKHPHV7KHZLOOLQJQHVVRIFRPPHUFLDO OHQGHUV WR WDNH RQ WKLV IRUP RI ILQDQFLQJ PD\ EH HQKDQFHG LI IDUPHUV RU WKHLUUHSUHVHQWDWLYH DJHQFLHV FRRSHUDWLYHV RU IDUPHU DVVRFLDWLRQV FDQ LQVXUH DJDLQVW ORZ SULFHVZKLFKPLJKWOLPLWWKHLUDELOLW\WRUHSD\ORDQV:HVHHLQSXWILQDQFHVFKHPHVDVEHQHILWLQJIURPWKHDYDLODELOLW\RISULFHIORRULQVXUDQFH3ULFHIORRUVDUHWKHDSSURSULDWHLQVXUDQFHLQVWUXPHQWEHFDXVHWKHLQWHQGHGEHQHILFLDULHVDUHIDUPHUVRUFRRSHUDWLYHVDQGDVVRFLDWLRQVZRUNLQJRQWKHLUEHKDOI±VHH6HFWLRQ7KHXVHRISULFHIORRUVIRUWKLVSXUSRVHZRXOGEHD VSHFLILFH[DPSOHRIWKHJHQHUDOSULFHIORRULQVXUDQFHPRGHOSURSRVHGDERYHLQ6HFWLRQ,QSXWILQDQFHVFKHPHVUHO\RQWKHDELOLW\WRNHHSSHUIRUPDQFHULVNDWDQDFFHSWDEOHLHORZOHYHO 7KH H[LVWHQFH RI D FRQVWULFWLRQ SRLQW LQ WKH VXSSO\ FKDLQ LV WKHUHIRUH FUXFLDO WR WKHYLDELOLW\RIVXFKVFKHPHV,QSXWILQDQFHVFKHPHVDOVRUHO\RQWKHRYHUDOOTXDOLW\RIWKHILQDQFLDOHQYLURQPHQWDQGLQSDUWLFXODUWKHH[LVWHQFHRIEDQNVRURWKHUSRVVLEOH/70VNHHQWROHQGWRWKHFRIIHHVHFWRU$JHQHUDOGLIILFXOW\ZLWK LQSXW ILQDQFH VFKHPHV LV WKDW RQFH OHQW IXQGV DUH IXQJLEOH DQGEHFDXVHVPDOOKROGHUIDUPHUVDUHJHQHUDOO\KLJKO\GLYHUVLILHGDFURVVFURSVWKHILQDQFHPD\EHXVHGIRUSXUSRVHVRWKHU WKDQ WKHSXUFKDVHRI LQSXWV2QH UHVSRQVH WR WKLV LV WRUHTXLUH DKLJKOHYHORIPRQLWRULQJZKLFKFDQEHFRVWO\$QDOWHUQDWLYHUHVSRQVHLVWRDFNQRZOHGJHIXQJLELOLW\DQGWRUHIRUPXODWHSURJUDPPHVDVDJHQHUDOPHGLXPWHUPILQDQFHIDFLOLW\
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 &RVWV
7KHFRVWRI ULVNPDQDJHPHQWGHSHQGVRQWKHW\SHRIVFKHPHDGRSWHG)XWXUHVEDVHGVFKHPHVLPSO\RQO\VPDOOGLUHFWFRVWVEXWZLOOHQWDLOPDUJLQILQDQFHIDFLOLWLHVZKLFKPD\EHH[SHQVLYH%\ FRQWUDVW RSWLRQVEDVHG JXDUDQWHHG IORRU SULFH VFKHPHV DUHPRUH OLNH LQVXUDQFH SROLFLHVDQG UHTXLUH WKH SD\PHQW RI D SUHPLXP ZKLFK PD\ EH FRYHUHG E\ D FUHGLW DUUDQJHPHQW+RZHYHUWKHFRVWRIDSXUHJXDUDQWHHGIORRUSULFHVFKHPHLVOLPLWHGWRWKHSUHPLXPDQGLIWKLVLVSDLGRQDPDUJLQEDVLVDVLVRIWHQQRZWKHFDVHPDUJLQSD\PHQWVDUHOLPLWHGWRWKHSUHPLXPSOXVSRVVLEOHLQWHUHVWSD\PHQWVDVVRFLDWHGZLWKFUHGLWDUUDQJHPHQWV
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 7KHFRVWRIIXWXUHVEDVHGVFKHPHV)XWXUHV EDVHG KHGJLQJ UHTXLUHV D PDUJLQILQDQFH IDFLOLW\ ,QLWLDOO\ RQO\ D VPDOO DPRXQW RIPDUJLQQHHGEHSXWXSW\SLFDOO\RIWKHYDOXHRIWKHIXWXUHVSRVLWLRQDQGLWLVSRVVLEOHWKDWWKHEURNHUPD\SURYLGHWKLVRQEHKDOIRIWKHFOLHQW:LWKDORQJSK\VLFDOSRVLWLRQWKHRIIVHWWLQJIXWXUHVSRVLWLRQZLOOEHVKRUW7KLVZLOOLPSO\WKDWYDULDWLRQPDUJLQZLOOEHSD\DEOHLQWKHHYHQWRIDULVHLQWKHIXWXUHVSULFH7KLVUHIOHFWVWKHULVNWKDWWKHRULJLQDWRUPD\QHHGWRFRYHUKLVVKRUWSRVLWLRQE\EX\LQJEDFNDWWKHKLJKHUSULFH6LQFHWKHKHGJHLVPDWFKHGE\WKHSK\VLFDOFRIIHHLQLQYHQWRU\WKHYDULDWLRQPDUJLQZLOOEHPDWFKHGE\DQLQFUHDVHGVDOHVUHYHQXHRQFHWKHSK\VLFDOWUDQVDFWLRQLVFRPSOHWHGSURYLGHGRQO\WKDWWKHUHLVQRDGYHUVHVKLIWLQWKHGLIIHUHQWLDOEDVLV7RWKDWH[WHQWYDULDWLRQPDUJLQRQO\JLYHVULVHWRDFDVKIORZ WLPLQJSUREOHP+RZHYHUIDLOXUHWRHVWDEOLVKDVXLWDEO\ODUJHIDFLOLW\FDQIRUFHWKHRULJLQDWRUWRFORVHRXWKLVSRVLWLRQDQGWKHUHE\UHDOL]HWKHORVVDULVLQJIURPWKHSULFHULVH7KHVL]HRIPDUJLQILQDQFHIDFLOLW\GHSHQGVRQWKHOLNHO\SULFHULVH7KLVGHSHQGVRQWKHSULFHYRODWLOLW\ ,QSULQFLSOHSULFHVFDQULVHDUELWUDULO\KLJKEXW WKHUH LVRQO\D VPDOOSUREDELOLW\RIYHU\ ODUJH LQFUHDVHV &RQYHQWLRQDO SUDFWLFH LV WR HVWLPDWH WKH VL]H RI IDFLOLW\ UHTXLUHV E\FDOFXODWLQJWKH9DOXHDW5LVN9D5DWDVSHFLILHGSUREDELOLW\OHYHO±QRUPDOO\7KH9D5JLYHVWKHVL]HRIPDUJLQIDFLOLW\ZKLFKZLOOEHDGHTXDWHRQRIRFFDVLRQV,IKHGJHVDUHIRURQHPRQWKRQH VKRXOGH[SHFW WKLV IDFLOLW\ WREH LQDGHTXDWH DSSUR[LPDWHO\ IRU RQHPRQWKHYHU\HLJKW\HDUV7R D ILUVW DSSUR[LPDWLRQ RQH FDQ DVVXPH WKH IXWXUHV SULFH GLVWULEXWLRQ LV QRUPDO LH*DXVVLDQ ,Q WKLV FDVH WKH9D5 LV WLPHV WKH IXWXUHV SULFH YRODWLOLW\ )RU DUDELFD FRIIHHXVLQJWKHHVWLPDWHGYRODWLOLW\RIIURPVHFWLRQWKLVLPSOLHVDIDFLOLW\RIDURXQGRIWKH YDOXH RI WKH IXWXUHV SRVLWLRQ )RU D UREXVWD SURGXFHU WKH FRPSDUDEOH IDFLOLW\ZRXOG EH DPRUHUHDVRQDEOHRIWKHYDOXHRIWKHIXWXUHVSRVLWLRQ+RZHYHUWKHVHHVWLPDWHVPD\EHWRRORZ EHFDXVH WKH SULFH FKDQJH GLVWULEXWLRQ H[KLELWV H[FHVV NXUWRVLV   LH WKHUH LV D KLJKHUSUREDELOLW\RIODUJHSULFHPRYHPHQWVWKDQLPSOLHGE\WKHQRUPDOGLVWULEXWLRQ$ILJXUHRIPD\EHVDIHUIRUDUDELFDDQGIRUUREXVWD1RWHWKDWDPDUJLQILQDQFHIDFLOLW\LVDFDSLWDOH[SHQGLWXUHDQGWKDWLWZLOOHDUQWKHPRQH\PDUNHWLQWHUHVWUDWH6XSSRVLQJWKHRULJLQDWRULVDQHWERUURZHURIIXQGVWKHLQFRPHFRVWRIWKHIDFLOLW\LVWKHUHIRUHWKHGLIIHUHQFHEHWZHHQWKHRULJLQDWRU¶VERUURZLQJUDWHDQGWKHULVNIUHHUDWHRI LQWHUHVW ,I WKLV GLIIHUHQFH LV VD\  RQ DQ DQQXDO EDVLV WKH LQFRPH FRVW RI WKH IXWXUHVVFKHPHZRXOGEHò [RQDQDQQXDOEDVLVIRUWKHDUDELFDSURGXFHUDQGô [IRUWKHUREXVWDSURGXFHU+RZHYHUWKHVHFRVWVZLOOGLIIHUDFFRUGLQJWRWKHILQDQFLDOTXDOLW\RIWKHKHGJLQJLQVWLWXWLRQDQGZLOOEHFRPHSURKLELWLYHO\KLJKIRUDQLQVWLWXWLRQZKLFKLVXQDEOHWRERUURZRQWKHFRPPHUFLDOPDUNHW
 7KHFRVWRIRSWLRQVEDVHGVFKHPHV7KHFULWLFDOGHWHUPLQDQWVRIWKHSULFHRIDQ\RSWLRQDUHx WKHH[WHQWWRZKLFKWKHJXDUDQWHHGSULFH LVDERYHRUEHORZ WKHFXUUHQWSULFHRI WKHIXWXUHVFRQWUDFWDJDLQVWZKLFKLWLVSULFHGLHWKHPRQH\QHVVRIWKHRSWLRQx WKHWHUPRIWKHRSWLRQx WKHYRODWLOLW\DJDLQVWZKLFKWKHRSWLRQLVSULFHGx WKHVSUHDGFKDUJHGE\WKHSURYLGHURIWKHJXDUDQWHH7KHULVNIUHHUDWHRILQWHUHVWLVDOHVVLPSRUWDQWGHWHUPLQDQWRIWKHRSWLRQSULFH

0RQH\QHVVGLUHFWO\DIIHFWVWKHSULFHRIDQRSWLRQEHFDXVHLWGHWHUPLQHVERWKWKHSUREDELOLW\WKDWWKHRSWLRQZLOOEHH[HUFLVHG LH WKDW WKHJXDUDQWHHSULFHZLOOEHDERYH WKHSULFH WKDW WULJJHUVSD\PHQWDQGWKHDPRXQWRIPRQH\WKDWZLOOEHSDLGWRWKHSXUFKDVHULQWKDWHYHQW$KLJKLQWKHPRQH\JXDUDQWHHZLOOEHH[SHQVLYHERWKEHFDXVHLWLVOLNHO\WKDWWKHUHIHUHQFHSULFHZLOOEHOHVVWKDQWKLVOHYHODQGEHFDXVHSD\PHQWZLOOEHEDVHGRQWKHGLIIHUHQFHEHWZHHQWKHJXDUDQWHHGSULFH DQG WKH UHIHUHQFH SULFH$QRXWRIWKHPRQH\JXDUDQWHH VHW EHQHDWK WKH FXUUHQW IXWXUHVSULFHZLOOEHOHVVH[SHQVLYHEHFDXVHLWLVXQOLNHO\WREHH[HUFLVHGDQGZLOOSD\OHVVLQWKHHYHQWWKDWLWLVH[HUFLVHG7KHUHLVJHQHUDODJUHHPHQWWKDWLIFRPPRGLW\SULFHJXDUDQWHHVDUHWREHSULFHGDW OHYHOVDWZKLFK WKH\ZLOO DWWUDFW FRIIHH IDUPHUV RU FRRSHUDWLYHV WKH JXDUDQWHH VWULNH SULFH VKRXOG EHEHQHDWKWKHFXUUHQWIXWXUHVSULFHRWKHUZLVHWKHJXDUDQWHHZRXOGEHFRPHWRRFRVWO\7KLVPD\DOVREHUDWLRQDOL]HGLQWHUPVRIWKHYLHZH[SORUHGLQ6HFWLRQWKDWJXDUDQWHHVVKRXOGEHVHHQDVVHFXULQJPLQLPXPUHTXLUHGUHYHQXHV7KHWHUPRIWKHJXDUDQWHHDIIHFWVLWVFRVWEHFDXVHWKHORQJHUWKHWHUPWKHPRUH OLNHO\ LVLWWKDWPRQH\QHVVZLOOLQFUHDVH7KLVUHIOHFWVWKHIDFWWKDWLQPDWKHPDWLFDOWHUPVWKHSULFHRIDQ\RSWLRQLVFRQYH[LQWHUPVRIWKHSULFHRIWKHXQGHUO\LQJIXWXUH±DIDOOLQWKHIXWXUHVSULFHZLOOLQFUHDVHWKHYDOXHRIWKHSULFHJXDUDQWHHE\PRUHWKDQDQHTXDOLQFUHDVHLQWKHIXWXUHVSULFHZLOOUHGXFHLW:HKDYHDOUHDG\GLVFXVVHGYRODWLOLW\LQVHFWLRQ2SWLRQSULFHVDUHQRUPDOO\TXRWHGLQWHUPV RI LPSOLHG YRODWLOLWLHV 7KLV SUDFWLFH DULVHV EHFDXVH YRODWLOLW\ LV D FRPPRQ PHWULF RUPHDVXULQJ VFDOH DJDLQVW ZKLFK RSWLRQV ZLWK GLIIHUHQW VWULNH JXDUDQWHH SULFHV DQG GLIIHUHQWWHUPVPD\EHFRPSDUHG$GHDOHUPD\IRUH[DPSOHTXRWHDQRSWLRQDWDQLPSOLHGYRODWLOLW\RIZLWKDELGDVNVSUHDGRIr7KLVWHUPLQRORJ\LQGLFDWHVWKDWKHZLOOVHOORSWLRQVSULFHGDJDLQVWDQLPSOLHGYRODWLOLW\RIDQGEX\RSWLRQVSULFHGDJDLQVWDQLPSOLHGYRODWLOLW\RI%HFDXVH FRIIHH RSWLRQV PDUNHWV DUH UHODWLYHO\ LOOLTXLG ZH EHOLHYH D VSUHDG RI r WR EHUHDOLVWLF+RZHYHULWPD\EHSRVVLEOHWRQHJRWLDWHDUHGXFWLRQRQWKLVDPRXQWSDUWLFXODUO\LIDKLJKYROXPHRIDFWLYLW\LVXQGHUWDNHQ7DEOHJLYHVHVWLPDWHVRIWKHSULFHZKLFKZRXOGEHFKDUJHGIRUDUDELFDRSWLRQVRYHUWHUPVRIIRXUZHHNVWKUHHVL[DQGQLQHPRQWKVSULFHGDWWKHPRQH\EHQHDWKWKHPRQH\DQGEHQHDWK WKH PRQH\ UHVSHFWLYHO\ 3ULFHV DUH JLYHQ DV SHUFHQWDJHV RI WKH IXWXUHV SULFH 7KHFDOFXODWLRQVXVHDYRODWLOLW\ILJXUHRIòWKHDYHUDJHKLVWRULFYRODWLOLW\RIòSOXVDVSUHDG
7DEOH(VWLPDWHG&RVWRI$UDELFD3ULFH*XDUDQWHHV$WWKHPRQH\ GLVFRXQW GLVFRXQWZHHNV   PRQWKV   PRQWKV   PRQWKV   
,IRQHVXSSRVHVWKDWWKHPD[LPXPDFRRSHUDWLYHZRXOGEHSUHSDUHGWRSD\IRUDSULFHJXDUDQWHHLV  RI WKH FXUUHQW SULFH WKH FDOFXODWLRQV LQGLFDWH WKDW RQO\ VKRUW WHUP RXWRIWKHPRQH\SURWHFWLRQZLOOEHDIIRUGDEOH

7DEOHUHSHDWVWKHVHFDOFXODWLRQVIRUDUREXVWDRSWLRQXVLQJDYRODWLOLW\RIWKHDYHUDJHKLVWRULFDOYRODWLOLW\RISOXVDVSUHDGRWKHUZLVHWKHSDUDPHWHUVDUHWKHVDPHDVWKRVHLQ7DEOH
7DEOH(VWLPDWHG&RVWRI5REXVWD3ULFH*XDUDQWHHV$WWKHPRQH\ GLVFRXQW GLVFRXQWZHHNV   PRQWKV   PRQWKV   PRQWKV   
7KHVHUREXVWDRSWLRQSULFHVDUHPXFKPRUHDIIRUGDEOHWKDQWKHFRPSDUDEOHDUDELFDRSWLRQV±WKHFRVWLVRQO\RYHUKDOIIRUWKHVKRUWWHUPRSWLRQVULVLQJWRDURXQGWZRWKLUGVIRUWKHORQJHUGDWHGSRVLWLRQV7KLVFRPSDULVRQSURYLGHVDVWURQJDUJXPHQW IRUSULRULWL]LQJ ULVNPDQDJHPHQWSURYLVLRQ LQUREXVWD UDWKHU WKDQ DUDELFD SURGXFLQJ FRXQWULHV 3URWHFWLRQ LV PRUH H[SHQVLYH IRU DUDELFDSURGXFHUVDQGDWWKHVDPHWLPHLVJHQHUDOO\OHVVQHFHVVDU\EHFDXVHRIWKHKLJKHUOHYHORISULFHVDQGWKHH[LVWHQFHRITXDOLW\SUHPLD
 5LVNPDQDJHPHQWSRVVLELOLWLHV
,Q WKLV VHFWLRQ ZH VNHWFK SRVVLEOH SULFH ULVN PDQDJHPHQW WUDQVDFWLRQV LQ WKH OLJKW RI WKHIHDVLELOLW\FULWHULDRXWOLQHGLQ6HFWLRQ:HFRQVLGHUHDFKRIWKHILYHFRXQWULHVLQWXUQORRNLQJILUVW DW IHDVLELOLW\ DQG WKHQ DW WKH IRUP DQ\ LQWHUPHGLDWLRQ VKRXOG WDNH ,Q DVVHVVLQJ WKHSRVVLELOLWLHVRIDSULFHULVNPDQDJHPHQWVFKHPHVZHWDNHDFFRXQWRIERWKWKHVXLWDELOLW\RIWKHYDULRXVQDWLRQDORUJDQLVDWLRQVWRSDUWLFLSDWHLQDSULFHULVNPDQDJHPHQWVFKHPHDVZHOODVWKHLULQWHUHVWDQGZLOOLQJQHVVWRLPSOHPHQWVXFKDVFKHPH
 (WKLRSLD$OWKRXJK WKH (WKLRSLDQ FRIIHH VHFWRU LV IXOO\ OLEHUDOLVHG LW RSHUDWHV LQ WKH FRQWH[W RI DQHFRQRP\LQZKLFKFHQWUDOJRYHUQPHQWVWLOOPDLQWDLQVH[WHQVLYHFRQWUROV([SRUWLQJLVHQWLUHO\LQWKH KDQGV RI ORFDO (WKLRSLDQ ILUPV $OO (WKLRSLDQ FRIIHH LV VROG DW DXFWLRQ DQG WKH DXFWLRQV\VWHP LWVHOI QRZ DSSHDUV WR IXQFWLRQ HIILFLHQWO\ GHVSLWH DSSDUHQW SUREOHPV LQ SDVW \HDUV2YHUDOOKRZHYHUPDUNHWLQJLVDVORZSURFHVVFRPSDUHGZLWKWKHRWKHUFRXQWULHVZHFRQVLGHULQWKLVVWXG\DQGWKHUHLVFRQVLGHUDEOHVFRSHIRUFRVWUHGXFWLRQ)LQDQFLQJLVDOVRSRRUO\GHYHORSHGDQG EDQNV DUH FXUUHQWO\ XQZLOOLQJ WR DGYDQFH IXQGV WR GRPHVWLF WUDGHUV DJDLQVW ZDUHKRXVHUHFHLSWVEHFDXVHRIFRQFHUQVDERXWPXOWLSOHFODLPV1RQH RI WKH H[SRUWHUV ZH LQWHUYLHZHG FXUUHQWO\ PDNH DQ\ XVH RI PDUNHWEDVHG ULVNPDQDJHPHQW LQVWUXPHQWV EXW PDQ\ H[SUHVVHG D ZLVK WR VHH LPSURYHG DFFHVV WR WKHVHLQVWUXPHQWV7RWKDWH[WHQWWKHUHLVPDMRUSRWHQWLDO IRUDULVNPDQDJHPHQWVFKHPHRI WKHVRUWHQYLVDJHG E\ WKH &)& ,Q RXU YLHZ WKH PDLQ REVWDFOH WR VXFK D VFKHPH LV WKH FRQWLQXHGH[LVWHQFHRIIRUHLJQH[FKDQJHFRQWUROV±ILUPVFDQELGIRUIRUHLJQH[FKDQJHEXWTXDQWLWLHVDUHUDWLRQHGDQGWKHUHLVQRJXDUDQWHHRIDQ\SULRULW\,QWHUPVRIWKHFULWHULDZHVHWRXWLQ6HFWLRQRXUMXGJHPHQWVDUHDVIROORZV

D &RRSHUDWLYHV GR FRQVWLWXWH SRWHQWLDO /70V +RZHYHU WKH VKDUH RI FRIIHH IURP VHUYLFHFRRSHUDWLYHV EURXJKW WR WKH DXFWLRQ LV FXUUHQWO\ZHOO EHORZRI DOO GHOLYHULHV DQG WKLVVKDUHLVGHFOLQLQJ1HYHUWKHOHVVFRRSHUDWLYHVLQWKH(WKLRSLDQFRIIHHVHFWRUPD\SOD\DUROHLQVHFXULQJTXDOLW\SUHPLXPVIRUIDUPHUVDQGPDLQWDLQLQJTXDOLW\VWDQGDUGVE $XFWLRQV DUH SRWHQWLDO SRLQWV RI FRQVWULFWLRQ ZKLFK ZRXOG DOORZ SHUIRUPDQFH ULVN WR EHPDQDJHGF +HGJH TXDOLW\ LV QRW LQYHVWLJDWHG VLQFH IRUHLJQ H[FKDQJH UHJXODWLRQ GRHV QRW DOORZLQWHUQDWLRQDOKHGJLQJWUDQVDFWLRQVG 1RZDUHKRXVHUHFHLSWVVFKHPHLVLQSODFHDQGQRQHLVFXUUHQWO\HQYLVDJHGH 1R FUHGLW VFKHPH LV LQ SODFH DQG QRQH LV FXUUHQWO\ HQYLVDJHG DQG WKHUH DUH QR VWDWXWRU\REOLJDWLRQVWROHQGWRDJULFXOWXUHI 7KHILQDQFLDOHQYLURQPHQWLVSRRUO\GHYHORSHGZLWKOLWWOHOHQGLQJLQWKHFRIIHHVHFWRUJ ([FKDQJH FRQWUROV ZRXOG PDNH DFWLYH DQ\ PDUNHW ULVN PDQDJHPHQW VFKHPH KLJKO\SUREOHPDWLFK :HDUHQRWDZDUHRIDQ\SUREOHPV LQ WKHRYHUDOOHFRQRPLFRU VHFWRUDOHQYLURQPHQWZKLFKFRXOGLPSHGHLPSOHPHQWDWLRQRIDULVNPDQDJHPHQWVFKHPH&ULWHULRQGHIIHFWLYHO\UXOHVRXWDZDUHKRXVHUHFHLSWEDVHGVFKHPHIRUWKHIRUHVHHDEOHIXWXUH3HUKDSV PRUH VHULRXVO\ DQ\ SURSRVHG VFKHPH LQ WKH (WKLRSLDQ FRQWH[W PXVW GHSHQG RQUHVROXWLRQRIWKHFXUUHQWH[FKDQJHFRQWUROUHVWULFWLRQV:HDUHDZDUHWKDWDSULFHIORRUVFKHPHZRXOGEHZHOFRPHGLQ(WKLRSLDZHDUHUHOXFWDQWO\REOLJHG WRFRQFOXGH WKDWLW LVIRU WKH WLPHEHLQJLPSUDFWLFDEOH2XUYLHZLVWKDWWKH(WKLRSLDQFRIIHHVHFWRUKDVPDMRUXQWDSSHGSRWHQWLDODQGLVGHVHUYLQJRIDVVLVWDQFH EXW LW LV SUHPDWXUH WR LQFOXGH D ULVN PDQDJHPHQW LQLWLDWLYH HDUO\ LQ WKLV SURFHVV(DVLQJRIWKHFXUUHQWIRUHLJQH[FKDQJHUHJLPHLVDQHFHVVDU\SUHFXUVRUWRVXFKGHYHORSPHQWV7KLVZRXOGDOVRDOORZRYHUVHDVEX\HUVGLUHFWDFFHVVWRWKH(WKLRSLDQPDUNHWDQGZHEHOLHYHWKLVFRXOGUHVXOWERWKLQORZHUFRVWPDUNHWLQJDQGWRWKHDFKLHYHPHQWRIVXSHULRUGLIIHUHQWLDOV%RWKWKHVHGHYHORSPHQWVZRXOGHQKDQFHWKHSULFHREWDLQHGE\(WKLRSLDQFRIIHHIDUPHUV
 .HQ\D&XUUHQW.HQ\DQUHJXODWLRQV UHTXLUHVPDOOKROGHUFRIIHHJURZHUV LQ.HQ\D WREHPHPEHUVRI DFRRSHUDWLYHDQGVHOOWKHLUFRIIHHWKURXJKFRRSHUDWLYHVXQOHVVWKHLUFRIIHHDFUHDJHH[FHHGVIRXUKHFWDUHV WZR KHFWDUHV SULRU WR $SULO  ,W ZDV VXJJHVWHG WR XV WKDW WKLV UHJXODWLRQ LVPDLQWDLQHGIRUUHDVRQVRITXDOLW\FRQWURODQGZHDUHV\PSDWKHWLFWRWKLVSRVLWLRQ$WWKHVDPHWLPH UHJXODWLRQ FOHDUO\ DOVR RIIHUV DKLJK GHJUHHRI SURWHFWLRQ WR WKH FRRSHUDWLYH VHFWRU ± LQRWKHU OLEHUDOL]HG $IULFDQ FRIIHHSURGXFLQJ FRXQWULHV FRRSHUDWLYHV H[SHULHQFH GLIILFXOWLHV LQFRPSHWLQJZLWKSULYDWHEX\HUV7KUHH IHDWXUHV RI WKH .HQ\DQ FRIIHH VHFWRU ZRXOG IDFLOLWDWH DQ HIILFLHQW SULFH ULVNPDQDJHPHQWLQWHUPHGLDWLRQH[HUFLVHx ,Q.HQ\D WKH.HQ\D 3ODQWHUV¶&RRSHUDWLYH8QLRQ .3&8 LV FOHDUO\ D OLNHO\ FDQGLGDWH WRFRQVLGHU DV SRVVLEOH /RFDO 7UDQVPLVVLRQ0HFKDQLVPV IRU SULFH ULVN PDQDJHPHQW .3&8VWDUWHGLQPDLQO\DVDEXONSXUFKDVLQJDJHQF\IRUVHWWOHUFRIIHHIDUPHUV,WODWHUPRYHGLQWRSURFHVVLQJDQGEXLOW LWVRZQPLOODQGPLOOLQJ UHPDLQV LWVSULQFLSDO DFWLYLW\+RZHYHU.3&8DOVRDGYDQFHVVKRUW WHUPILQDQFHWRIDUPHUVPDLQO\IRU WKHSXUFKDVHRILQSXWVDQG

KDVVRPHH[WHQVLRQDFWLYLWLHV,WKDVHOHYHQEUDQFKHVORFDWHGWKURXJKRXWWKHFRIIHHJURZLQJDUHDVRI.HQ\DVRPHRIZKLFKDUHLQYROYHGLQWKHGLVWULEXWLRQRILQSXWVPDLQO\IHUWLOL]HUx 7KH.HQ\DQFRIIHHVHFWRUDOVREHQHILWVIURPDUHODWLYHO\VWURQJDJULFXOWXUDOEDQNLQJV\VWHP.HQ\DQFRPPHUFLDOEDQNVKDYHDVWDWXWRU\REOLJDWLRQWROHQGDWOHDVWRIWKHLUIXQGVWRWKH DJULFXOWXUDO VHFWRU DQG DOWKRXJK ZH ZHUH WROG WKDW WKLV UHTXLUHPHQW LV QRW ULJLGO\HQIRUFHG LW SUREDEO\ GRHV HQVXUH WKDW EDQNV DUHPRUH LQYROYHG LQ WKH FRIIHH VHFWRU WKDQZRXOGRWKHUZLVHEHWKHFDVH7KH&RRSHUDWLYH%DQNRI.HQ\D&RRS%DQNLVWKHPRVWDFWLYHOHQGHU WR WKH VHFWRU DQG LV WKH FKDQQHO E\ ZKLFK :RUOG %DQN 6PDOOVFDOH &RIIHH,PSURYHPHQW3URMHFW6&,3DQG(86WDEH[IXQGVKDYHEHHQGLVWULEXWHGx 7KH UHTXLUHPHQW WKDW DOO FRIIHH VKRXOG JR WR DXFWLRQPDNHV WKH1DLUREL&RIIHH([FKDQJH1&(D³SRLQWRIFRQVWULFWLRQ´LQWKHFRIIHHFRPPRGLW\FKDLQ7KLVLVLPSRUWDQWLQHQVXULQJWLPHO\ORDQVHUYLFLQJDQGDQ\UHTXLUHGSD\PHQWRILQVXUDQFHSUHPLD7XUQLQJWRWKHFULWHULDVHWRXWLQ6HFWLRQD .3&8WKH&RRS%.DQGWKH%XLOGLQJ6RFLHW\RI.HQ\D%6.DOODSSHDUWREHYHU\VWURQJFDQGLGDWH/70VE 7KH 1DLUREL &RIIHH ([FKDQJH LV D SRWHQWLDO SRLQW RI FRQVWULFWLRQ ZKLFK ZRXOG DOORZSHUIRUPDQFHULVNWREHPDQDJHGF 7KH EDVLV ULVN FDOFXODWLRQV UHSRUWHG LQ 6HFWLRQ  LQGLFDWH WKDW DOWKRXJK IXWXUHV KHGJHTXDOLW\PD\EHSRRUWKLVLVOHVVFOHDUO\VRIRUSULFHIORRUJXDUDQWHHVG 1RZDUHKRXVHUHFHLSWVVFKHPHLVLQSODFHDQGQRQHLVFXUUHQWO\HQYLVDJHGH $QLQSXWILQDQFHVFKHPHLVSURMHFWHG.HQ\DQFRPPHUFLDOEDQNVKDYHDVWDWXWRU\REOLJDWLRQWROHQGDWOHDVWRIWKHLUIXQGVWRWKHDJULFXOWXUDOVHFWRUI 7KHILQDQFLDOHQYLURQPHQWLVZHOOGHYHORSHGRQHEDQNLVDFWLYHLQWKHFRIIHHVHFWRUDQGLQWKHFRRSHUDWLYHVHFWRULQSDUWLFXODURWKHUEDQNVH[SUHVVHGLQWHUHVWLQWKHFRIIHHVHFWRURQFHVXIILFLHQWJXDUDQWHHVDUHLQSODFHJ 7KHIRUHLJQH[FKDQJHHQYLURQPHQWLVSHUPLVVLYHK :HDUHQRWDZDUHRIDQ\SUREOHPV LQ WKHRYHUDOOHFRQRPLFRU VHFWRUDOHQYLURQPHQWZKLFKFRXOGLPSHGHLPSOHPHQWDWLRQRIDULVNPDQDJHPHQWVFKHPH2QWKHEDVLVRIWKHVHFULWHULDZHEHOLHYHWKDWWKHLQWHUPHGLDWLRQRISULFHIORRUVWRFRRSHUDWLYHVHLWKHU WKURXJK.3&8 &RRS%DQNRU WKH%6.ZRXOG LQSULQFLSOHEH IHDVLEOH LI DQ LPSURYHGEDVLVZHUHREWDLQDEOH,QWKDWFDVHZHVHHWKHSRVVLELOLW\RIOLQNLQJDSULFHIORRUVFKHPHZLWKWKH &)&¶V SODQQHG ,QSXW )LQDQFH 6FKHPH +RZHYHU LUUHVSHFWLYH RI EDVLV ULVN WKH FXUUHQWDEVHQFH RI D ZDUHKRXVH UHFHLSWV VFKHPH VXJJHVWV WKDW DQ\ FRQVLGHUDWLRQ RI D IXWXUHV EDVHGVFKHPHWRVHFXUHWKHYDOXHRIFROODWHUDOL]HGLQYHQWRU\EHSRVWSRQHG
 7DQ]DQLD$OWKRXJK WKH 7DQ]DQLDQ FRIIHH VHFWRU KDV FHUWDLQ EURDG VLPLODULWLHV ZLWK WKDW LQ .HQ\D VHH6HFWLRQPDQ\RIWKHLPSRUWDQWLQVWLWXWLRQVDUHVLJQLILFDQWO\ZHDNHU,QSDUWLFXODUx 7DQ]DQLDQ FRRSHUDWLYHV DUH REOLJHG WR FRPSHWH ZLWK SULYDWH EX\HUV ZKHUHDV LQ .HQ\DVPDOOKROGHUIDUPHUVDUHUHTXLUHGWRVHOOWKURXJKFRRSHUDWLYHV,QJHQHUDOWKHSULYDWHEX\HUVKDYH SHUIRUPHG EHWWHU LQ WKLV SURFHVV ZLWK WKH UHVXOW WKDW PDQ\ FRRSHUDWLYHV DUH QRZILQDQFLDOO\ ZHDN DQG KDYH ORZ PDUNHW VKDUHV :H MXGJH WKDW WKH .LOLPDQMDUR 1DWLRQDO&RRSHUDWLYH8QLRQ.1&8LVWKHRQO\XQLRQZKLFKKDVPDLQWDLQHGVXIILFLHQWSUHVHQFHDQGVWUHQJWKWRDFWDVDULVNPDQDJHPHQW/70

x 7KH0RVKL&RIIHH$XFWLRQIXQFWLRQVOHVVHIIHFWLYHO\WKDQLWV.HQ\DQFRXQWHUSDUWDW1DLURELPDLQO\ EHFDXVH D ODUJH SURSRUWLRQ RI VDOHV VHHV H[SRUWHUV UHSXUFKDVLQJ WKHLU RZQ FRIIHH:KLOH LW LV VWLOO D SRWHQWLDO SRLQW RI FRQVWULFWLRQ WKLV MXGJHPHQW PXVW EH TXDOLILHG E\XQFHUWDLQWLHVRYHUWKHIXWXUHGHYHORSPHQWRIWKHDXFWLRQx &RPPHUFLDOEDQNVDUH OHVV DFWLYHO\ LQYROYHG LQ WKH7DQ]DQLDQFRIIHH VHFWRU WKDQ DUH WKHLU.HQ\DQFRXQWHUSDUWV$FRXQWHUYDLOLQJFRQVLGHUDWLRQLVWKH&)&¶VSODQQHG:DUHKRXVH5HFHLSWV6FKHPHLQ7DQ]DQLDZKLFKLVKRZHYHUQRW\HWRSHUDWLRQDO,QWHUPVRIWKHFULWHULDVHWRXWLQ6HFWLRQD 7KH.1&8LVDSRWHQWLDO/70EXWZHQRWHWKDW.1&8LVDOUHDG\FROODERUDWLQJZLWKWKH,7)LQWKLVUHJDUG:HGRXEWZKHWKHURWKHUFRRSHUDWLYHXQLRQVDUHVXIILFLHQWO\VWURQJWRWDNHRQWKLVUROH&XUUHQWSROLF\DSSHDUVWREHHYROYLQJWRZDUGVYROXQWDU\IDUPHUVDVVRFLDWLRQVEXWZHUHJDUGLWDVSUHPDWXUH WRVXSSRVH WKDW WKHVHDVVRFLDWLRQVFRXOGDFWDV ULVNPDQDJHPHQW/70VE 7KH 0RVKL &RIIHH $XFWLRQ LV D SRWHQWLDO SRLQW RI FRQVWULFWLRQ ZKLFK PLJKW DOORZSHUIRUPDQFHULVNWREHPDQDJHGEXWLWKDVQRWRSHUDWHGZHOORYHUWKHUHFHQWSDVWDQGLW LVWRRHDUO\WRHYDOXDWHWKHLPSDFWRIUHFHQWUHIRUPVF 7KH EDVLV ULVN FDOFXODWLRQV UHSRUWHG LQ VHFWLRQ  LQGLFDWH WKDW DOWKRXJK IXWXUHV KHGJHTXDOLW\PD\EHSRRUWKLVLVOHVVFOHDUO\VRIRUSULFHIORRUJXDUDQWHHVG 7KH&)&LVFXUUHQWO\RUJDQL]LQJDZDUHKRXVHUHFHLSWVVFKHPHWKDWFRXOGIRUPWKHEDVLVIRUDIXWXUHVEDVHGV\VWHPIRUDGYDQFLQJSD\PHQWVWRXVHUVRIWKHVFKHPHH 1R FUHGLW VFKHPH LV LQ SODFH DQG QRQH LV FXUUHQWO\ HQYLVDJHG DQG WKHUH DUH QR VWDWXWRU\REOLJDWLRQVWROHQGWRDJULFXOWXUHI $OWKRXJKWKHILQDQFLDOHQYLURQPHQWLVJHQHUDOO\ZHOOGHYHORSHGUHODWLYHO\IHZFRPPHUFLDOEDQNVDUHFXUUHQWO\DFWLYHLQWKHFRIIHHVHFWRUJ 7KHIRUHLJQH[FKDQJHHQYLURQPHQWLVSHUPLVVLYHK :HDUHQRWDZDUHRIDQ\SUREOHPV LQ WKHRYHUDOOHFRQRPLFRU VHFWRUDOHQYLURQPHQWZKLFKFRXOGLPSHGHLPSOHPHQWDWLRQRIDULVNPDQDJHPHQWVFKHPH2Q WKH EDVLV RI WKHVH FULWHULD ZH GR QRW EHOLHYH WKDW WKH LQWHUPHGLDWLRQ RI SULFH IORRUV WRFRRSHUDWLYHV WR EH IHDVLEOH EH\RQG WKH VFKHPH DOUHDG\ SURSRVHG E\ WKH ,7) ZKLFK ZLOO XVH.1&8DV/70)XUWKHUPRUHWKHIXWXUHVEDVLVULVNOHDGVXVWREHVFHSWLFDOZLWKUHJDUGWRWKHSRVVLELOLWLHV IRU D IXWXUHVEDVHG VFKHPH WR RSHUDWH LQ FRQMXQFWLRQ ZLWK WKH &)&¶V SURMHFWHG:DUHKRXVH5HFHLSWV6FKHPH
 8JDQGD5REXVWDFRIIHHLVDPXFKPRUHVLPSOHFRPPRGLW\WKDQDUDELFDDQGWKLVVLPSOLFLW\LVUHIOHFWHGLQWKH8JDQGDQUREXVWDPDUNHWLQJV\VWHP)XUWKHUPRUHWKH8JDQGDQFRIIHHVHFWRULVPRUHIXOO\OLEHUDOL]HGWKDQWKDWLQ.HQ\DDQGWKHRYHUDOOHFRQRPLFHQYLURQPHQWLVPRUHOLEHUDOWKDQWKDWLQHLWKHU.HQ\DRU7DQ]DQLD&RRSHUDWLYHVDUHZHDN6HFWLRQHDQGZHGRQRWEHOLHYHWKH\DUHVXLWDEOH/70VIRUSULFH ULVNPDQDJHPHQW)XUWKHUPRUH8JDQGDQFRIIHHH[SRUWHUV DUH IUHH WRLQWHJUDWHGLUHFWO\EDFN WRSXUFKDVLQJDW WKH IDUPDQG WKHUH LVQRDXFWLRQ7KHDEVHQFHRI DQ\FRQVWULFWLRQ SRLQW ZRXOG PDNH SHUIRUPDQFH RQ DQ\ FUHGLWEDVHG ULVN PDQDJHPHQW VFKHPHSUREOHPDWLFEXWE\ WKHVDPHWRNHQEHFDXVHPDUNHWLQJ LVPRUHUDSLG WKDQ LQ WKH.HQ\DQDQG7DQ]DQLDQDXFWLRQEDVHGV\VWHPVLWUHGXFHVWKHQHHGIRUILQDQFH

$FRXQWHUYDLOLQJFRQVLGHUDWLRQLVWKH&)&¶VSODQQHG:DUHKRXVH5HFHLSWV6FKHPHLQ7DQ]DQLDZKLFKLVKRZHYHUQRW\HWRSHUDWLRQDO,QWHUPVRIWKHFULWHULDVHWRXWLQ6HFWLRQD :HGRQRWVHHFRRSHUDWLYHVDVVXLWDEOHULVNPDQDJHPHQW/70VLQWKH8JDQGDQFRQWH[W2XUMXGJHPHQWKHUHGLIIHUVIURPWKDWUHDFKHGE\WKH,7),WLVSRVVLEOHWKDWSODQQHGQXFOHDUIDUPVPD\ IXOILO WKLV UROH LQ WKH IXWXUH EXW LW ZRXOG EH SUHPDWXUH WR UHDFK WKLV MXGJHPHQW RQFXUUHQWHYLGHQFHE :H GR QR VHH SRWHQWLDO SRLQWV RI FRQVWULFWLRQ ZKLFK PLJKW DOORZ SHUIRUPDQFH ULVN WR EHPDQDJHGLQDFUHGLWEDVHGVFKHPHF +HGJHTXDOLW\LVPRGHUDWHEXWPD\LPSURYHLIEDVHGRQGDWDZLWKOHVVQRLVHG 7KH&)&LVFXUUHQWO\RUJDQLVLQJDZDUHKRXVHUHFHLSWVVFKHPHWKDWFRXOGIRUPWKHEDVLVIRUDIXWXUHVEDVHGV\VWHPIRUDGYDQFLQJSD\PHQWVWRXVHUVRIWKHVFKHPHH 1R FUHGLW VFKHPH LV LQ SODFH DQG QRQH LV FXUUHQWO\ HQYLVDJHG DQG WKHUH DUH QR VWDWXWRU\REOLJDWLRQVWROHQGWRDJULFXOWXUHI $OWKRXJKWKHILQDQFLDOHQYLURQPHQWLVJHQHUDOO\ZHOOGHYHORSHGUHODWLYHO\IHZFRPPHUFLDOEDQNVDUHFXUUHQWO\DFWLYHLQWKHFRIIHHVHFWRUJ 7KHIRUHLJQH[FKDQJHHQYLURQPHQWLVSHUPLVVLYHK :HDUHQRWDZDUHRIDQ\SUREOHPV LQ WKHRYHUDOOHFRQRPLFRU VHFWRUDOHQYLURQPHQWZKLFKFRXOGLPSHGHLPSOHPHQWDWLRQRIDULVNPDQDJHPHQWVFKHPH2Q WKH EDVLV RI WKHVH FULWHULD ZH GR QRW EHOLHYH WKDW WKH LQWHUPHGLDWLRQ RI SULFH IORRUV WRFRRSHUDWLYHVWREHIHDVLEOHDQGZHDUHVFHSWLFDODERXWWKHOLNHO\VXFFHVVRIWKH,7)VFKHPHLQSDUWLFXODULIWKHLQWHQWLRQLVWRUROOLWRXWRQDODUJHVFDOH+RZHYHUZHGRUHJDUGDIXWXUHVEDVHGVFKHPHRSHUDWLQJ LQFRQMXQFWLRQZLWKWKH&)&¶VSURMHFWHG:DUHKRXVH5HFHLSWV6FKHPH WREHSUDFWLFDO
 =LPEDEZH=LPEDEZHEHQHILWV DV D SRWHQWLDO ORFDWLRQ IRU D ULVNPDQDJHPHQW VFKHPH LQ WKH H[LVWHQFH RI=LPEDEZH&RIIHH0LOO=&0ZKLFKLVDFOHDUSRLQWRIFRQVWULFWLRQLQWKHPDUNHWLQJFKDLQDQGZKLFKFRXOGDOVRGRXEOHDV/707KHLUH[SHULHQFHLQLQWHUPHGLDWLQJSUHVKLSPHQWILQDQFHIURP.LQJGRP%DQNWRVPDOOKROGHUIDUPHUV LQGLFDWHV WKDW WKH\DUHVHQVLWLYH WR WKH UHTXLUHPHQWVRIVPDOOKROGHU IDUPHUV DQG DEOH WR SURYLGH IRU WKHVH UHTXLUHPHQWV )XUWKHUPRUH WKH SUREDEOHLQFUHDVHG UROH RI VPDOOKROGHUV LQ WKH=LPEDEZHDQ VHFWRUZRXOGPDNHV D VFKHPH RI WKLV VRUWLQYDOXDEOH LQ VPRRWKLQJ WKH WUDQVLWLRQ DVVRFLDWHG ZLWK WKH FKDQJH LQ RZQHUVKLS VWUXFWXUH $KDUYHVWILQDQFHVFKHPHZRXOGEHSDUWLFXODUO\ZHOOVXLWHGWRWKH=LPEDEZHDQHQYLURQPHQWDQG=&0KDVH[SUHVVHGHQWKXVLDVPDERXWWKLVSRVVLELOLW\,WLVXQIRUWXQDWHWKHUHIRUHWKDWERWKWKHFXUUHQW IRUHLJQ H[FKDQJH UHJLPH DQG WKH XQFHUWDLQWLHV DVVRFLDWHG ZLWK WKH ODQG UHVHWWOHPHQWSURJUDPPHPDNHLWGLIILFXOWWRDGYDQFHDSRVLWLYHUHFRPPHQGDWLRQDWWKLVWLPH,QWHUPVRIWKHFULWHULDVHWRXWLQ6HFWLRQD =&0 LV DQ LGHDO/70IRU LQWHUPHGLDWLQJ ULVNPDQDJHPHQW WR VPDOOKROGHU FRIIHH IDUPHUV0RUHRYHU LW LV NHHQ WR WDNH RQ WKLV UROH :H EHOLHYH LW ZRXOG EH DEOH WR GR WKLV LQFRQMXQFWLRQZLWK.LQJGRP%DQNE $VWKHVROHRIIIDUPPLOO=&0LVDOVRDSRLQWRIFRQVWULFWLRQLQWKHPDUNHWLQJFKDLQ

F :H RQO\ FRXOG GR FDOFXODWLRQV RQ WKH EDVLV RI YHU\ IHZ REVHUYDWLRQV ZKLFK PDNHV WKHRXWFRPHV QRW IXOO\ UHOLDEOH 1HYHUWKHOHVV WKHVH FDOFXODWLRQV LQGLFDWH WKDW KHGJH TXDOLW\DSSHDUVWREHDFFHSWDEOHG 7KH&)&LVFXUUHQWO\RUJDQLVLQJDZDUHKRXVHUHFHLSWVVFKHPHWKDWFRXOGIRUPWKHEDVLVIRUDIXWXUHVEDVHGV\VWHPIRUDGYDQFLQJSD\PHQWVWRXVHUVRIWKHVFKHPHH ,QFRQMXQFWLRQZLWK.LQJGRP%DQN=&0DOUHDG\RSHUDWHVDSUHVKLSPHQWILQDQFHVFKHPHIRUVPDOOKROGHUIDUPHUVI $OWKRXJKWKHILQDQFLDOHQYLURQPHQWLVJHQHUDOO\ZHOOGHYHORSHGUHODWLYHO\IHZFRPPHUFLDOEDQNVDUHFXUUHQWO\DFWLYHLQWKHFRIIHHVHFWRUJ 7KHIRUHLJQH[FKDQJHHQYLURQPHQWLVKLJKO\UHVWULFWLYHK 7KHUHLVFXUUHQWO\PDMRUXQFHUWDLQW\DERXWWKHIXWXUHRIWKHFRIIHHVHFWRUDVWKHFRQVHTXHQFHRIZKDWFDQEHDWEHVWEHGHVFULEHGDVDFRQIXVHGDSSOLFDWLRQRIWKHRIILFLDOODQGUHVHWWOHPHQWSROLF\ ,I WKH WUDQVLWLRQ LV SRRUO\PDQDJHG LW LV SRVVLEOH WKDW WKLV FRXOG UHVXOW LQ DPDMRUUHGXFWLRQRIWKHTXDQWLW\DQGTXDOLW\RIFRIIHHSURGXFHGLQWKHVHFWRU2XURYHUDOOFRQFOXVLRQLVWKDWDOWKRXJKLQPDQ\UHVSHFWV=LPEDEZHZRXOGEHD JRRGORFDWLRQIRU WKH SURSRVHG &)& VFKHPH WKH KLJKO\ UHVWULFWLYH IRUHLJQ H[FKDQJH UHJLPH ZRXOG PDNHRSHUDWLRQ RI D ULVNPDQDJHPHQW VFKHPH LPSRVVLEOH DW WKH SUHVHQW WLPH2XU YLHZ LV WKDW WKHSRVLWLRQ LQ =LPEDEZH VKRXOG EH UHYLHZHG RQFH WKH FRXQWU\ KDV UHWXUQHG WR D IUHH DQGXQUHVWULFWHGVLQJOHWLHUIRUHLJQH[FKDQJHUDWHUHJLPH%\WKDWWLPHLWLVDOVRWREHKRSHGWKDWWKHXQFHUWDLQW\ ZKLFK FXUUHQWO\ SODJXHV WKH VHFWRU ZLOO KDYH EHHQ UHVROYHG LQ D PDQQHU ZKLFKHQVXUHVLQFUHDVHGVPDOOKROGHUSURGXFWLRQZKLOVWPDLQWDLQLQJFXUUHQW\LHOGDQGTXDOLW\VWDQGDUGV
 &RQVWUDLQWVRQLPSOHPHQWDWLRQDQGKRZPD\WKHVHEHRYHUFRPH/RRNLQJDFURVVWKHHQWLUHJURXSRIFRXQWULHVZHKDYHEHHQDVNHGWRFRQVLGHUWKHPDMRUSUDFWLFDOLPSOHPHQWDWLRQFRQVWUDLQWVZHKDYHLGHQWLILHGDUHD 5HVWULFWLRQV LQ DFFHVV WR IRUHLJQ H[FKDQJH $ OLEHUDO IRUHLJQ H[FKDQJH HQYLURQPHQW LVUHTXLUHG LI WKH/70 LV WR EH DEOH WRPDNHKHGJH WUDQVDFWLRQV RQ LQWHUQDWLRQDOPDUNHWV$IHDWXUH RI VXFK WUDQVDFWLRQV LV WKDW RUGHUV DUH H[HFXWHG LPPHGLDWHO\ WKH\ DUH PDGH DQGWKHUHIRUHFDQQRWDZDLWFRQILUPDWLRQRIWKHDYDLODELOLW\RIWKHUHTXLUHGFXUUHQF\E /DFNRIEDQNLQYROYHPHQWLQWKHFRIIHHVHFWRU&UHGLWHQKDQFHPHQWLVDPDMRUREMHFWLYHRIULVNPDQDJHPHQW7KLVFDQRQO\WDNHSODFHLQDQHQYLURQPHQWLQZKLFKFRPPHUFLDOEDQNVDUHIDYRXUDEO\GLVSRVHGWROHQGLQJWRWKHFRIIHHVHFWRUF $GHTXDF\RI WHOHFRPPXQLFDWLRQV 5HOLDEOH WHOHFRPPXQLFDWLRQV OLQNV DUH UHTXLUHG LI SULFHLQIRUPDWLRQDQGKHGJLQJGHFLVLRQVDUH WREHUHOLDEO\FRPPXQLFDWHGERWK WRDQGZLWKLQ WKHFRXQWU\G /DFN RI DSSURSULDWH WHFKQLFDO H[SHUWLVH DQG FRQWURO V\VWHPV 7KH XVH RI PRGHUQ ULVNPDQDJHPHQWLQVWUXPHQWVSUHVXSSRVHVWKHH[LVWHQFHRIWUDLQHGSHUVRQQHOLQWKHLPSOHPHQWLQJ/70 WRJHWKHU ZLWK FRQWURO V\VWHPV WR HQVXUH WKDW WKHVH SHUVRQQHO GR QRW DEXVH WKHLUSRVLWLRQV,WLVXQOLNHO\WKDWVXFKSHUVRQQHODQGV\VWHPVZLOOEHSUHVHQWLQRUJDQL]DWLRQVWKDWKDYHQRKLVWRU\RI LQYROYHPHQW LQWKHVHDFWLYLWLHV ,QJHQHUDOWKHUHIRUH LWZLOO WKHUHIRUHEHQHFHVVDU\WRSURYLGHWHFKQLFDODVVLVWDQFHWRDUULYHDWWKLVSRLQWH 8QFHUWDLQW\RYHUWKHOLNHO\IXWXUHHYROXWLRQRIWKHVHFWRU:HORRNDWHDFKRIWKHVHLVVXHVLQWXUQLQUHODWLRQWRWKHILYHFRXQWULHV

 (WKLRSLD$OORIWKHFRQVWUDLQWVZHKDYHLGHQWLILHGH[FHSWWKDWUHODWLQJWRXQFHUWDLQW\DSSO\WR(WKLRSLD,QSDUWLFXODU DQ HDVLQJ RI WKH FXUUHQW IRUHLJQ H[FKDQJH UHJLPH LV D QHFHVVDU\ SUHFXUVRU WRLPSOHPHQWDWLRQRIDQ\SULFHULVNPDQDJHPHQWVFKHPH7KLVZRXOGDOVRDOORZRYHUVHDVEX\HUVGLUHFW DFFHVV WR WKH (WKLRSLDQ PDUNHW DQG ZH EHOLHYH WKLV FRXOG UHVXOW ERWK LQ ORZHU FRVWPDUNHWLQJDQGWRWKHDFKLHYHPHQWRIVXSHULRUGLIIHUHQWLDOV
 .HQ\D.HQ\DEHQHILWVIURPDIUHHIRUHLJQH[FKDQJHUHJLPHDQGVXSHULRUEDQNRXWUHDFKLQWKHFRIIHHVHFWRUUHODWLYHWRWKHRWKHUIRXUFRXQWULHVZHDUHFRQVLGHULQJ7KHIXWXUHRIWKH.HQ\DQFRIIHHVHFWRU LV DVVXUHG DQG WKHUH LV UHODWLYHO\ OLWWOH XQFHUWDLQW\ 7HOHFRPPXQLFDWLRQV DUH JRRG,PSOHPHQWDWLRQRIDQ\ULVNPDQDJHPHQWVFKHPHZLOOKRZHYHUUHTXLUHWHFKQLFDODVVLVWDQFHWRWKHVHOHFWHG/70ZKLFKZLOODOVRQHHGWRHPSOR\DSSURSULDWHO\WUDLQHGSHUVRQQHO
 7DQ]DQLD7DQ]DQLDDOVREHQHILWVIURPDOLEHUDOIRUHLJQH[FKDQJHHQYLURQPHQWEXWEDQNLQYROYHPHQWLQWKHILQDQFLDOVHFWRULVSUREOHPDWLFZLWKPDQ\EDQNVIULJKWHQHGRIWKHVHFWRUDVWKHFRQVHTXHQFHRIODUJHORVVHVLQFXUUHGRYHUUHFHQWFDPSDLJQV$VXFFHVVIXOULVNPDQDJHPHQWVFKHPHLQ7DQ]DQLDZLOOUHO\RQRYHUFRPLQJWKLVFRQVWUDLQWEXWZRXOGWKHQJLYHULVHWRWKHVDPHWHFKQLFDODVVLVWDQFHUHTXLUHPHQWVDVZHKDYHLGHQWLILHGLQ.HQ\D)XUWKHUPRUHWHOHFRPPXQLFDWLRQVDUHQRWDVZHOOGHYHORSHGDVLQ.HQ\DDQG8JDQGDDQGWKHUHLVVRPHXQFHUWDLQW\ZLWKUHJDUGWRWKHHIIHFWVRIWKHGHFLVLRQWRVHJUHJDWHEX\LQJSURFHVVLQJDQGPDUNHWLQJ2XUYLHZLVWKDWWKHUHPD\EHPHULW LQZDLWLQJ WRVHHZKHWKHUDQG WRZKDWH[WHQW WKHSODQQHG:DUHKRXVH5HFHLSWV6FKHPHLQFUHDVHVEDQNLQYROYHPHQWLQWKHVHFWRUDQGKRZWKHQHZPDUNHWLQJV\VWHPHYROYHV
 8JDQGD8JDQGD DOVR EHQHILWV IURP D OLEHUDO IRUHLJQ H[FKDQJH HQYLURQPHQW EXW VXIIHUV IURP VLPLODUSUREOHPVRIDODFNRIEDQNLQYROYHPHQWLQWKHFRIIHHVHFWRU,QWKH8JDQGDQFDVHWKHRULJLQRIWKHSUREOHPLVDSHUFHLYHGORZOHYHORISURILWDELOLW\RIUREXVWDSURGXFWLRQDQGPDUNHWLQJUDWKHUWKDQSDVW ORVVHVZKLFKDSSHDU WREHEHKLQG WKLV ORZ LQYROYHPHQW7KH IXWXUHRI WKH8JDQGDQFRIIHHVHFWRULVDVVXUHGDQGWKHUHLVUHODWLYHO\OLWWOHXQFHUWDLQW\7HOHFRPPXQLFDWLRQVDUHZHOOGHYHORSHG $V ZLWK 7DQ]DQLD ZH UHJDUG LW DV ZLVH WR UHYLHZ WKLV SRVLWLRQ DIWHU WKHLPSOHPHQWDWLRQRIWKH&)&¶VSODQQHG:DUHKRXVH5HFHLSWV6FKHPH
 =LPEDEZH7KHUH DUH WZR PDMRU FRQVWUDLQWV WR LPSOHPHQWDWLRQ RI D ULVN PDQDJHPHQW VFKHPH LQ WKH=LPEDEZHDQFRIIHHVHFWRU)LUVWWKHKLJKO\UHVWULFWLYHWZRWLHUIRUHLJQH[FKDQJHUHJLPHZKLFKLV FXUUHQWO\ LQ SODFHZRXOG SURKLELW KHGJLQJ WUDQVDFWLRQV 6HFRQG WKH DSSOLFDWLRQ RI WKH ODQGUHVHWWOHPHQW VFKHPH LQ WKH FRIIHH VHFWRU ZKLFK FXUUHQWO\ DSSHDUV WR EH SURFHHGLQJ H[DFWO\FRQWUDU\WRVWDWHGJRYHUQPHQWDOSROLF\LVFUHDWLQJHQRUPRXVXQFHUWDLQW\,IUHVHWWOHPHQWLVQRWZHOOPDQDJHGDQGWKLVZRXOGUHTXLUHVLJQLILFDQWLQSXWRIUHVRXUFHV\LHOGVDQGTXDOLW\DUHOLNHO\WREHDGYHUVHO\DIIHFWHGSHUKDSVVHULRXVO\VR:HGRQRWEHOLHYHLWLVSRVVLEOHWRUHFRPPHQGDVFKHPHXQOHVVDQGXQWLOWKHVHXQFHUWDLQWLHVKDYHEHHQIDYRXUDEO\UHVROYHG





:H KDYH EHHQ DVNHG WR UHFRPPHQG XS WR WZR SLORW FRIIHH ULVN PDQDJHPHQW VFKHPHV LQ(WKLRSLD.HQ\D 7DQ]DQLD8JDQGD DQG =LPEDEZH2Q WKH EDVLV RI WKH FRQFOXVLRQV EURXJKWWRJHWKHU LQ VHFWLRQV ZH DUH KDSS\ WR UHFRPPHQG RQH GHILQLWH VFKHPH DQG D VHFRQGVFKHPHWKDWFRXOGSURFHHGLIH[LVWLQJFRQVWUDLQWVDUHUHOD[HG:HDOVRPDNHDUHFRPPHQGDWLRQZLWKUHVSHFWWRWKHFKRLFHRILPSOHPHQWDWLRQDJHQF\
 $ULVNPDQDJHPHQWVFKHPHIRUWKH.HQ\DQFRIIHHVHFWRU.HQ\D HPHUJHV DV WKH VWURQJHVW DQG OHDVW SUREOHPDWLF FDQGLGDWH IRU D SLORW FRIIHH ULVNPDQDJHPHQWSURMHFWx 7KH VFKHPH ZLOO SURYLGH SULFH ULVN PDQDJHPHQW WR IDUPHUV WKURXJK WKHLU FRRSHUDWLYHVRFLHWLHV 7KH FRRSHUDWLYH VHFWRU LV VWURQJ LQ .HQ\D DQG ZH EHOLHYH WKDW WKLV VWUHQJWK LVLQVWUXPHQWDO LQ JHQHUDWLQJ WKH KLJK TXDOLW\ RI FRIIHH IRU ZKLFK .HQ\D LV IDPHG ,W LVLPSRUWDQWWRUHLQIRUFHWKHFRRSHUDWLYHVHFWRUDQGWKHEHVWZD\WRGRWKLVLVE\LQFUHDVLQJWKHUDQJHRIVHUYLFHVWKDWFRRSHUDWLYHVRFLHWLHVFDQSURYLGHWRWKHLUPHPEHUVx 7KH VFKHPH ZLOO RSHUDWH WKURXJK .3&8 DV /70 :H KDYH LGHQWLILHG .3&8 DV KDYLQJRXWUHDFK WR WKH HQWLUH FRRSHUDWLYH VHFWRU DQG QRW WKDW .3&8 LV LQ SDUW RZQHG E\ WKHFRRSHUDWLYH VRFLHWLHV .3&8 LV NHHQ WR XQGHUWDNH WKLV H[WHQVLRQ RI LWV DFWLYLWLHV DQG ZHXQGHUVWDQGWKDWWKLVDOVRKDVWKHVXSSRUWRIWKHQDWLRQDOJRYHUQPHQWx 7KHVFKHPHZLOOPDNHXVHRIWKHIDFWWKDWWKH1DLUREL&RIIHH$XFWLRQLVDFRQVWULFWLRQSRLQWLQWKHPDUNHWLQJFKDLQ$OO.HQ\DQFRIIHHLVVROGWKURXJKWKLVDXFWLRQx 7KHVFKHPHZLOORIIHUWKUHHIRUPVRISULFHULVNPDQDJHPHQWD 3ULFH IORRU LQVXUDQFHRQ DQ RXWULJKW EDVLV IRU D SUHPLXPSD\DEOH IURP WKH FRRSHUDWLYHVRFLHW\¶VVXEVHTXHQWDXFWLRQUHFHLSWVE 3ULFHIORRUJXDUDQWHHVLQDVVRFLDWLRQZLWKKDUYHVWILQDQFHH[WHQGLQJRYHUDSHULRGRIRQHWR WZRPRQWKV%RWK ORDQ LQWHUHVWDQG WKH LQVXUDQFHSUHPLXPZLOO EHSD\DEOH IURP WKHFRRSHUDWLYHVRFLHW\¶VVXEVHTXHQWDXFWLRQUHFHLSWVF 3ULFHIORRUJXDUDQWHHVLQDVVRFLDWLRQZLWKLQSXWILQDQFHH[WHQGLQJRYHUDSHULRGRIVL[WRQLQH PRQWKV %RWK ORDQ LQWHUHVW DQG WKH LQVXUDQFH SUHPLXP ZLOO EH SD\DEOH IURP WKHFRRSHUDWLYH VRFLHW\¶V VXEVHTXHQW DXFWLRQ UHFHLSWV :H UHFRJQL]H WKH SUREOHPV RIIXQJLELOLW\RILQSXWFUHGLWDQGWKDWWKHFRVWRILQVXUDQFHRYHUDSHULRGRIWKLVOHQJWKPD\EHSURKLELWLYHO\KLJK:H WKHUHIRUH UHJDUG WKH LQSXW ILQDQFH IDFLOLW\ DV D ORZHUSULRULW\ZKLFKPD\EHLQYHVWLJDWHGRQFHWKH&)&LQSXWILQDQFHVFKHPHEHFRPHVRSHUDWLYHx 7KHSULFH JXDUDQWHHVZLOO EHZULWWHQ LQ WHUPVRI WKH1HZ<RUN&86GROODU SULFH ,WZLOOGHQRPLQDWH D VXLWDEOH DYHUDJH RI1HZ<RUN FORVLQJ SULFHV2XU FDOFXODWLRQV LQGLFDWH WKDWDOWKRXJKEDVLVGLIIHUHQWLDOULVNLVVHYHUHIRUIXWXUHVEDVHGKHGJHVIRU.HQ\DQFRIIHH LW LVOHVVVHYHUHIRURSWLRQVEDVHGSULFHIORRUJXDUDQWHHVx 7KHVFKHPHVHHV.3&8SURYLGLQJWKHVHWKUHHIRUPVRISULFHJXDUDQWHHLQFRQMXQFWLRQZLWKDORFDOEDQN:HKDYHLGHQWLILHGWKH&RRSHUDWLYH%DQNRI.HQ\DDQGWKH%XLOGLQJ6RFLHW\RI.HQ\D DV SRWHQWLDO ILQDQFLDO LQWHUPHGLDULHV$ZKROHVDOH LQWHUPHGLDU\ZRXOG VXSSO\ WKHVHEDQNV ZLWK DYHUDJH SULFH 27& SXW RSWLRQV ZKLFK ZRXOG RIIVHW WKH EDQNV¶ SULFH ULVN ,Q$QQH['ZHKDYHSUHVHQWHGDIORZFKDUWRIWKHSURSRVHGWUDQVDFWLRQV

 $ULVNPDQDJHPHQWVFKHPHIRUWKH8JDQGDFRIIHHVHFWRU7KHSRVVLELOLWLHVIRUDYLDEOHULVNPDQDJHPHQWVFKHPHLQ WKH8JDQGDQFRIIHHVHFWRUDUHPRUHFRPSOLFDWHG0DQ\SUHOLEHUDOLVDWLRQLQVWLWXWLRQVKDYHHIIHFWLYHO\EHHQGLVPDQWOHGLQWKHVZKLOHQHZLQVWLWXWLRQVDQGVWUXFWXUHVDUHJHWWLQJVWDUWHGEXWDUHIDUIURPIXOO\HVWDEOLVKHGDQGZHOOGHYHORSHG)URP6HFWLRQLW LVFOHDUWKDWZHKDYHEHHQXQDEOHWR LGHQWLI\DSRLQWRIFRQVWULFWLRQ WKDW FRXOG EH LQVWUXPHQWDO WR GHOLYHULQJ SULFH ULVN PDQDJHPHQW WR IDUPHUV1HYHUWKHOHVVPDUNHWLQJEDQNLQJDQGRWKHUHFRQRPLFHQYLURQPHQWLQWKHFRIIHHEXVLQHVVLVZHOORUJDQLVHG DQG DSSHDUV WR EH VXVFHSWLEOH WR WKH LQWURGXFWLRQ RI SULFH PDQDJHPHQW IDFLOLWLHV+HQFHLWVKRXOGEHSRVVLEOHWRFRQVWUXFWDYLDEOHVFKHPHLQ8JDQGD7KHUH LV D QXPEHU RI SRVVLELOLWLHV 7KH ILUVW LV D IXWXUHVEDVHG VFKHPH ZKLFK FRXOG EHFRRUGLQDWHGZLWKWKH&)&¶VSURSRVHG:DUHKRXVH5HFHLSW6FKHPHx :HSURSRVHWKDWDVKRUWIXWXUHVPDUJLQIDFLOLW\EHHVWDEOLVKHGRQWKHEDVLVRIWKHLQYHQWRU\6KRUW IXWXUHV VDOHVZLOOVHFXUH WKHPRQHWDU\YDOXH DVZHOO DV WKHSK\VLFDO H[LVWHQFHRI WKHLQYHQWRU\DQGVKRXOGWKHUHE\LQFUHDVHLWVFROODWHUDOYDOXH7KHVKRUWIXWXUHVSRVLWLRQZLOOEHFORVHGRXWRQFHWKHFRIIHHLVWDNHQRXWRILQYHQWRU\x 7KHVFKHPHZLOOSURYLGHDPDUJLQILQDQFHIDFLOLW\ZKLFKVKRXOGEHVXIILFLHQWLQWKHIDFWRIOLNHO\SULFHULVHVRYHUWKHLQYHQWRU\KRUL]RQRQHWRWZRPRQWKVx 7KHVFKHPHZLOORSHUDWHLQFRQQHFWLRQZLWKFRPPHUFLDOEDQNVZKLFKDUHSUHSDUHGWRSURYLGHWKLV OLQHRIFUHGLW8VHUVRI WKH VFKHPHZLOO SD\D VPDOO IHH WR FRYHU WKHEDQNV¶RSHUDWLQJFRVWVDQGDQ\UHVLGXDOULVNWKH\PLJKWLQFXU$QDOWHUQDWLYHVFKHPHZLOOSURYLGHSULFHULVNPDQDJHPHQWHLWKHURQDQRXWULJKWEDVLVWRIDUPHUVRUFRPELQHGZLWKFUHGLWWKURXJKFRPPHUFLDOEDQNVx 7KLVVFKHPHZLOORSHUDWHWKURXJKFRPPHUFLDOEDQNVDFWLQJDV/70:HKDYHLGHQWLILHGRQHFRPPHUFLDO EDQN &HQWHQDU\ 5XUDO 'HYHORSPHQW %DQN &5'% ZLWK D ZHOO IXQFWLRQLQJPLFURFUHGLWSURJUDPPHWRIDUPHUVVHHVHFWLRQ&5'%LVHDJHUWRUHSOLFDWHLWVFXUUHQWFUHGLW VFKHPH IRU PDL]H DQG EHDQ IDUPHUV WR FRIIHH IDUPHUV DQG WR RIIHU FUHGLW LQFRQMXQFWLRQZLWKDSULFHLQVXUDQFHVFKHPHx 7KLVVFKHPHFRXOGRIIHUWKUHHIRUPVRISULFHULVNPDQDJHPHQWD 3ULFH IORRU JXDUDQWHHV SXUFKDVHG RQ DQ RXWULJKW EDVLV SUREDEO\ IRU SD\PHQW RI DQ XSIURQWIHHE 3ULFHIORRUJXDUDQWHHVLQDVVRFLDWLRQZLWKLQKDUYHVWILQDQFHH[WHQGLQJRYHUDSHULRGRIRQH WRWZRPRQWKV%RWKORDQLQWHUHVWDQGWKHLQVXUDQFHSUHPLXPZLOOEHSD\DEOHIURPWKHIDUPHUV¶VXEVHTXHQWH[SRUWUHFHLSWVF 3ULFHIORRUJXDUDQWHHVLQDVVRFLDWLRQZLWKLQSXWILQDQFHH[WHQGLQJRYHUDSHULRGRIVL[WRQLQH PRQWKV %RWK ORDQ LQWHUHVW DQG WKH LQVXUDQFH SUHPLXP ZLOO EH SD\DEOH IURP WKHIDUPHUV¶VXEVHTXHQWH[SRUWUHFHLSWVx $ZKROHVDOH LQWHUPHGLDU\ZRXOGVXSSO\&'5%DQGSRVVLEO\RWKHUFRPPHUFLDOEDQNVZLWKDYHUDJH SULFH 27& SXW RSWLRQV ZKLFK ZRXOG RIIVHW WKH EDQNV¶ SULFH ULVN RU LQWHUPHGLDWHIXWXUHV WUDQVDFWLRQV ,Q $QQH[ ' ZH KDYH SUHVHQWHG D IORZ FKDUW RI WKH SURSRVHGWUDQVDFWLRQV

 &KRLFHRILPSOHPHQWDWLRQDJHQF\,W LV LPSRUWDQW WR GLVWLQJXLVK EHWZHHQ LPSOHPHQWDWLRQ RI WKH ULVN PDQDJHPHQW VFKHPHV DW DFRXQWU\OHYHODQGLPSOHPHQWDWLRQRIWKHZKROHVDOHWUDQVDFWLRQV&RXQWU\OHYHOLPSOHPHQWDWLRQZLOOLQYROYHx FRRUGLQDWLRQZLWKWKHSURSRVHG/70x FRRSHUDWLRQZLWKEDQNVx FRQVXOWDWLRQZLWKJRYHUQPHQWx RUJDQL]DWLRQRIWUDLQLQJDQGHGXFDWLRQLIUHTXLUHGDQGx PRQLWRULQJ$W WKH ZKROHVDOH OHYHO WKH VFKHPH ZLOO LQYROYH VHOHFWLRQ RI DQ RIIVHWWLQJ DJHQF\ DQGFRRUGLQDWLRQEHWZHHQWKLVDJHQF\DQGWKHQDWLRQDOLPSOHPHQWDWLRQDJHQF\,WDSSHDUVWRXVWKDWWKHVHWZRUROHVUHTXLUHGLIIHUHQWVNLOOVDQGH[SHULHQFHDQGDUHOLNHO\WREHFDUULHGRXWLQGLIIHUHQWORFDWLRQV:HWKHUHIRUHVHHPHULWLQVSOLWWLQJLPSOHPHQWDWLRQ:LWKUHJDUGWRLPSOHPHQWDWLRQDWWKHZKROHVDOHOHYHOZHQRWHWKDWWKH&)&LVLQWKHSURFHVVRIFRQVLGHULQJVFKHPHVLQFRFRDDQGFRWWRQDVZHOODVLQFRIIHH7KHUHDUHREYLRXVPHULWVRIDVLQJOH LPSOHPHQWDWLRQDJHQF\ IRUDOO WKUHH VFKHPHV LQ WHUPVRI RSHUDWLQJ FRVWV:H DUH DOVRDZDUHWKDWWKH,7)WKURXJKWKH:RUOG%DQNLVFXUUHQWO\RQWKHSRLQWRILPSOHPHQWLQJDQXPEHURI LWV RZQ FRPPRGLW\ ULVN PDQDJHPHQW VFKHPHV DQG WKDW LPSOHPHQWDWLRQ KDV DFWXDOO\FRPPHQFHGLQWKH,7)FRIIHHVFKHPHLQ8JDQGD,WLVZRUWKDVNLQJZKHWKHUWKHUHPD\EHPHULWLQ WKH & )& DQG WKH :RUOG %DQN DGRSWLQJ D FRPPRQ LPSOHPHQWDWLRQ IUDPHZRUN DW WKHZKROHVDOHOHYHO$QDQVZHUWRWKLVTXHVWLRQZRXOGKRZHYHUJREH\RQGWKHWHUPVRIUHIHUHQFHRIWKLVVWXG\7XUQLQJ WR WKH QDWLRQDO OHYHO ZH QRWH WKDW81236 LV WKH LPSOHPHQWDWLRQ DJHQF\ IRU WKHSODQQHG&)&ZDUHKRXVHUHFHLSWVDQG LQSXWILQDQFHVFKHPHV2XUYLHZ LV WKDWRUJDQL]DWLRQRIWKH ULVNPDQDJHPHQW VFKHPHV LQ WKH GHVLJQDWHG FRXQWULHV VKRXOG DOVR EH SXW LQ WKH KDQGV RI812367HFKQLFDODELOLWLHVQHHGHGWRRUJDQLVHWKHULVNPDQDJHPHQWVFKHPHVPD\UHTXLUHVRPHDGGLWLRQDO FDSDFLW\ EXLOGLQJ DQG WUDLQLQJ DW 81236 1HYHUWKHOHVV JLYLQJ 81236 WKHUHVSRQVLELOLWLHVIRUWKHULVNPDQDJHPHQWVFKHPHVZLOOIDFLOLWDWHFRRUGLQDWLRQUHGXFHWKHGDQJHURIIULFWLRQVDQGDOORZWKHVFKHPHV WRSURFHHGZLWKRQO\PRGHVWRYHUKHDGFRVWV:HWKHUHIRUHUHFRPPHQGVHOHFWLRQRI81236DVWKHQDWLRQDOLPSOHPHQWDWLRQDJHQF\
 5HJLRQDOZRUNVKRS$UHJLRQDOZRUNVKRSZLOOEHRUJDQLVHGHQWLWOHG µ2SSRUWXQLWLHVDQG&RQVWUDLQWVRI ,QWURGXFLQJ3ULFH5LVN0DQDJHPHQW,QVWUXPHQWVLQ&RIIHHLRQ(DVW$IULFD¶LQRUGHUWRSUHVHQWWKHFRQWHQWVRIWKHFXUUHQWUHSRUWDQGWRGLVVHPLQDWHWKHUHVXOWVRIWKHFXUUHQWLQYHVWLJDWLRQV,WLVHQYLVDJHGWKDWWKHZRUNVKRSZLOOWDNHSODFHLQ1DLURELLQWKH)DOORIEXWSRVVLEO\ODWHU
 6XPPDU\RIUHFRPPHQGDWLRQV,I RQO\ RQH FRXQWU\ QHHGV WR EH VHOHFWHG ZH UHFRPPHQG WR LPSOHPHQW D SLORW SULFH ULVNPDQDJHPHQW VFKHPH LQ .HQ\D LQ WKH ILUVW SODFH ,I WZR FRXQWULHV QHHG WR EH VHOHFWHG ZHUHFRPPHQG 8JDQGD DV RXU VHFRQG FKRLFH 7KH SURV DQG FRQV WR LPSOHPHQW D SULFH ULVNPDQDJHPHQWVFKHPHGLIIHUVXEVWDQWLDOO\LQWKHVHWZRFRXQWULHV)DYRXUDEOHFRQGLWLRQVWRDSLORWLQ.HQ\DDUHWKHPRUHDSSURSULDWHLQVWLWXWLRQVDZHOOGHYHORSHGSRLQWRIFRQVWULFWLRQWKDWVROYHVWKHHQIRUFHPHQWSUREOHPDZHOOGHYHORSHGWHOHFRPPXQLFDWLRQV\VWHPDQGDSULFHOHYHOWKDWLV

FXUUHQWO\DWWUDFWLYHWRLQVXUH8QIDYRXUDEOHFRQGLWLRQVWRDSLORWLQ.HQ\DDUHWKHPRGHUDWHEDVLVULVN DQG UHODWLYHO\ KLJK FRVW RI RSWLRQ EDVHG LQVXUDQFH )DYRXUDEOH FRQGLWLRQV WR D SLORW LQ8JDQGD DUH WKH WUDQVSDUHQF\ RI SULFH IRUPDWLRQ 	 PDUNHWLQJ D ZHOO GHYHORSHGWHOHFRPPXQLFDWLRQV\VWHPWKHORZFRVWRIRSWLRQEDVHGLQVXUDQFHDQGWKHUHODWLYHO\JRRGEDVLVULVN 8QIDYRXUDEOH FRQGLWLRQV WR D SLORW LQ 8JDQGD DUH WKH ODFN RI LQVWLWXWLRQV WR VXSSRUW DWUDQVDFWLRQDSRWHQWLDOHQIRUFHPHQWSUREOHPDQGDSULFH OHYHO WKDW LVFXUUHQWO\XQDWWUDFWLYH WRLQVXUH,QERWKFRXQWULHVZHUHFRPPHQG81236WREHWKHSURMHFWH[HFXWLQJDJHQF\

7DEOH6XPPDU\RI3RVVLELOLWLHVDQG&RQVWUDLQWV(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZH6HFWRUDOLPSRUWDQFHRIFRIIHHVHFWRUYDOXHDGGHGHPSOR\PHQWIRUHLJQH[FKDQJHHDUQLQJV
KLJK PHGLXP PHGLXP KLJK ORZ




3RWHQWLDO/70 QRQH FRRSHUDWLYHV.3&8 QRQH QRQH =&0&RQVWULFWLRQSRLQWV DXFWLRQ DXFWLRQ.3&8FRRSHUDWLYHV DXFWLRQ QRQH =&02XWUHDFKWRVPDOOKROGHUVLQVWLWXWLRQDQGH[WHQW FRRSHUDWLYHVYHU\OLPLWHG FRRSHUDWLYHVJRRG FRRSHUDWLYHVYHU\OLPLWHG QRQHSRVVLEO\LQWKHIXWXUHQXFOHXVIDUPV
=&0SRVVLEO\DOVRLQWKHIXWXUHQXFOHXVIDUPV3ULFHYRODWLOLW\ KLJK KLJK KLJK PHGLXP KLJK3ULFHGLIIHUHQWLDO YDULDEOH KLJKHVSHFLDOO\IRUWKHEHVWFRIIHH
QHJDWLYH ORZEXWSRVLWLYH QHJDWLYHEXWSRVLWLYHIRUWKHEHVWFRIIHH7HOHFRPPXQLFDWLRQV SRRUO\GHYHORSHG ZHOOGHYHORSHG PRGHUDWHO\ZHOOGHYHORSHG ZHOOGHYHORSHG ZHOOGHYHORSHG7UDQVSRUWLQIUDVWUXFWXUH SRRU PHGLXP SRRUPHGLXP PHGLXP JRRG%DQNLQJHQYLURQPHQWDJULFXOWXUDOFUHGLW OLPLWHG PRGHUDWH OLPLWHG OLPLWHG JRRG%DQNLQJHQYLURQPHQWWUDGHILQDQFH PRGHUDWH PRGHUDWH PRGHUDWH PRGHUDWH PRGHUDWH%DQNLQJH[SHULHQFHDWFRIIHHJURZHUVDQGFRRSHUDWLYHV SRRU PRGHUDWH SRRU SRRU JRRG%DVLVULVNEHWZHHQORFDOSULFHVDQGWHUPLQDOPDUNHWV QRWNQRZQ YDU\LQJIURPPRGHUDWHWRKLJKIRUIXWXUHVKHGJHV
KLJKIRUIXWXUHVKHGJHV PRGHUDWH PRGHUDWH
)RUHLJQH[FKDQJHUHJXODWLRQ UHVWULFWLYH SHUPLVVLYH SHUPLVVLYH SHUPLVVLYH UHVWULFWLYHPDFURHFRQRPLFVWDELOLW\ ORZPHGLXP PHGLXPKLJK PHGLXP KLJK ORZSROLWLFDOVWDELOLW\ PHGLXPKLJK PHGLXPKLJK PHGLXPKLJK PHGLXPKLJK ORZ:DUHKRXVHUHFHLSWV &)&VFKHPH &)&VFKHPH &)&VFKHPH,QSXWVFKHPHV &)&LQSXWFUHGLWVFKHPH:RUOG%DQNVFKHPH,7)VFKHPHV QR QR \HV \HV QR

$QQH[$ &RXQWU\(QYLURQPHQW
$ $UHDSRSXODWLRQDQGHWKQLFLW\7DEOH$VXPPDULVHVDUHDSRSXODWLRQDQGSRSXODWLRQGHQVLW\RIWKHILYHFRXQWULHV(WKLRSLDLVWKHODUJHVWFRXQWU\LQWHUPVRIDUHDDOWKRXJK7DQ]DQLDFRPHVFORVHZLWKDQDUHDWKDWLVRIWKHDUHDRI(WKLRSLD.HQ\D8JDQGDDQG=LPEDEZHDUH VXEVWDQWLDOO\ VPDOOHUZLWK DQDUHDRIDURXQGKDOI.HQ\DRQHWKLUG=LPEDEZHDQGRQHILIWK8JDQGDRIWKHDUHDRI(WKLRSLD:LWKRYHUPLOOLRQSHRSOH(WKLRSLDDOVRKDVWKHODUJHVWSRSXODWLRQDSRSXODWLRQWKDWLVILYHWLPHVDVODUJH DV WKH SRSXODWLRQ RI=LPEDEZH EHWZHHQ WKUHH WLPHV DQG WZLFH DV ODUJH DV ODUJH DV WKHSRSXODWLRQRI8JDQGD.HQ\DDQG7DQ]DQLD3RSXODWLRQGHQVLW\LVKLJKHVWLQ8JDQGDZLWKPRUHWKDQ  SHRSOH SHU VTXDUH NLORPHWUH ZKLOH LW LV OHVV WKDQ D WKLUG RI WKLV LQ =LPEDEZH SHRSOHSHUVTXDUHNP
7DEOH$ $UHDDQGSRSXODWLRQ (WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZHWRWDODUHD[KD     SRSXODWLRQ[PLOOLRQSHUVRQV     SRSXODWLRQDYHUDJHDQQXDOJURZWKLQ     SRSXODWLRQSHUVTXDUHNP     6RXUFH)$2DQG:',
,PSRUWDQWDQGQXPHURXVVRXUFHVRI LQVWDELOLW\ LQPRVWRI WKHFRXQWULHVRI WKLV VWXG\RULJLQDWHIURP FRORQLDO KHULWDJH WULEDO WHQVLRQV DQG HWKQLF FRQIOLFWV 7KH UHVXOWLQJ XQVWDEOH SROLWLFDOHQYLURQPHQW FDXVH XQFHUWDLQWLHV DQG ORZ OHYHOV RI LQYHVWPHQW DQG WKH HIIHFWV ZLOO EH IHOWWKURXJKRXWWKHHFRQRP\DQGKHQFHDOVRLQFRIIHHSURGXFWLRQDQGFRIIHHWUDGLQJ:LWKH[WUHPHFRQIOLFWVOLNHFLYLOZDUEXWDOVRLQOHVVVHULRXVVLWXDWLRQVWKHXQUHVWPD\OHDGWRK\SHULQIODWLRQKLJKSXEOLFGHEWVDQGRYHUYDOXHGFXUUHQFLHV:LWKKLJK OHYHOVRIXQFHUWDLQW\DQGHFRQRPLF	SROLWLFDO LQVWDELOLW\ LW LV KLJKO\ XQOLNHO\ WKDW WKH LQWURGXFWLRQ RI SULFH ULVN PDQDJHPHQW LVIHDVLEOH7R D ODUJH H[WHQW WKH FDXVHV RI WKHVH FRQIOLFW RULJLQDWH IURP HWKQLF GLIIHUHQFH LQ WKHSRSXODWLRQ0RVW FRXQWULHV FRQWDLQ D QXPEHU RI HWKQLF RU WULEDO JURXSV 8JDQGD KDG ILIWHHQPDMRU HWKQLF JURXSV DW LQGHSHQGHQFH WKDW GLYLGH EHWZHHQ %DQWX VRXWK DQG WKH PXOWL HWKQLFQRUWKDQGPRVWRIWKHVHHWKQLFJURXSVVSHDNGLIIHUHQWODQJXDJHVRUGLDOHFWV7KH%XJDQGDLVWKHODUJHVW HWKQLF JURXS LQ 8JDQGD 8JDQGD KDV H[SHULHQFHG VHYHUH SUREOHPV ZLWK WKHVH WZRJURXSV.HQ\DKDVWKLUW\RIILFLDOO\UHFRJQLVHGHWKQLFJURXSVUDQJLQJLQVL]HIURPDIHZKXQGUHGWRVHYHUDOPLOOLRQSHRSOH7KHILYHODUJHVWHWKQLFJURXSVLQ.HQ\DZLWKHDFKRUHWKDQDPLOOLRQPHPEHUVFRPSULVHPRUHWKDQRIWKHSRSXODWLRQ7KH.LNX\XLVWKHODUJHVWHWKQLFJURXSLQ .HQ\D 7DQ]DQLD KDV D JUHDW HWKQLF GLYHUVLW\ ZLWK URXJKO\  WULEDO JURXSV VSHDNLQJ DYDULHW\RIODQJXDJHVDOWKRXJKWKHODUJHUSDUWLVIURP%DQWXRULJLQ,QDOO WKHVHFRXQWULHVYDULRXVRUJDQLVDWLRQDODGPLQLVWUDWLYHDQGSROLWLFDOLQVWLWXWLRQVIROORZHWKQLF OLQHV DQG KHQFH KDYH VWUHQJWKHQHG HWKQLF GLYLVLRQV DQG WKH SRWHQWLDO RI FRQIOLFWLQJLQWHUHVWV(YHQWRGD\OHDGHUVDQGSROLWLFDOSDUWLHVLQDOO WKHVHFRXQWULHVDUHVWURQJO\DVVRFLDWHGZLWK HWKQLF GLIIHUHQFHV DQGPXFK OHVV ZLWK WKHLU SROLWLFDO SUHIHUHQFHV HJ 'DQLHO DUDS0RL
 7KHVHDUHLQRUGHURIPDJQLWXGH.LNX\X/X\KD/XR.DOHMLQDQG.DPED

SUHVLGHQW IURP.HQ\D LV DIILOLDWHGZLWK .DOLQMLQ DQG.DPED JURXSV0XJDEH SUHVLGHQW IURP=LPEDEZHDQGKLV=DQXSDUW\DUHDIILOLDWHGZLWKWKH6KRQD7KHUHODWLYHVL]HRIWKHVHHWKQLFJURXSVDQGWKHLUFRPPLWPHQWWRPDNHFRDOLWLRQVDUHLPSRUWDQWDVSHFWVRISROLWLFDOVWDELOLW\$OO FRXQWULHV LQ WKH VWXG\ KDYH EHHQ IRUPHU FRORQLHV .HQ\D 8JDQGD 7DQ]DQLD DQG=LPEDEZHZHUH%ULWLVKDQGEHFDPHLQGHSHQGHQWLQWKHV(WKLRSLDZDVRQO\DFRORQ\IRUDVKRUW WLPH LQ WKH QLQHWHHQ WKLUWLHV DQG LV QRW QRUPDOO\ WKRXJKW RI DV DQ H[FRORQLDO FRXQWU\:LWKWKHH[FHSWLRQRI(WKLRSLDDOOWKHVHFRXQWULHVDUHVWLOOGLJHVWLQJWKHUHPDLQVRIWKHFRORQLDOHUD=LPEDEZHLV LQWKLVUHVSHFW WKHPRVWFOHDUH[DPSOHDV LW LVFXUUHQWO\XQGHUJRLQJDPDMRUODQGUHIRUPWKDWLVVWURQJO\PRWLYDWHGE\IHHOLQJVRIUHVHQWPHQWDJDLQVWFRORQLDOH[SORLWDWLRQ
$ 0DFURHFRQRPLFHQYLURQPHQW$VWDEOHPDFURHFRQRPLFHQYLURQPHQWLVDQLPSRUWDQWGHWHUPLQDQWRILQYHVWPHQWDQGHFRQRPLFJURZWKDQGWKLVDOVRDSSOLHVWRWKHFRIIHHVHFWRU,QGXVWU\DQGDJULFXOWXUHERWKEHQHILWIURPORZLQIODWLRQ UDWHV ORZ LQWHUHVW UDWHV DQG D EDODQFHG GHYHORSPHQW RI WKH H[FKDQJH UDWH 7DEOH VXPPDULVHV*'3SHUFDSLWD*'3DQGSRYHUW\RIWKHILYHFRXQWULHV=LPEDEZHDQG.HQ\DKDYHDVXEVWDQWLDOO\KLJKHUDJJUHJDWHZHOIDUHLQWHUPVRI*'3ZKLOHWKHRWKHUFRXQWULHVDUHPRUHRUOHVVRQWKHVDPHOHYHO,QWKHV*'3JURZWKLVKLJKHVWLQ8JDQGDZLWKDQDQQXDODYHUDJHRIFORVH WRZKLOH*'3JURZWK LQ(WKLRSLD FRPH LQVHFRQGSODFHZLWK DQDQQXDODYHUDJHRIFORVHWR*'3JURZWK.HQ\D7DQ]DQLDDQG=LPEDEZHLVLQWKHUDQJHRIDQQXDOO\ ,W LV DOPRVW FHUWDLQ WKDW GHYHORSPHQWV LQ =LPEDEZH VLQFH  ZLOO KDYH DIIHFWHG*'3 DGYHUVHO\ EXW WKHUH DUH QR GDWD DYDLODEOH IRU WKHVH \HDUV 3HU FDSLWD *'3 RIIHUV DQLQGLFDWLRQRIWKHDYHUDJHVWDQGDUGRIOLYLQJLQWKHFRXQWU\)URP7DEOH$LWLVREVHUYHGWKDWSHUFDSLWD*'3 LVKLJKHVW LQ=LPEDEZH:LWKDURXQGERWK7DQ]DQLDDQG8JDQGDDUH LQ WKHPLGGOHZKLOH7DQ]DQLDDQGSDUWLFXODUO\(WKLRSLDDUHDWWKHORZHUHQGZLWKDVWXQQLQJO\ORZSHUFDSLWD LQFRPH RI VOLJKWO\ DERYH  3RSXODWLRQ XQGHU WKH SRYHUW\ OLQH LV RQO\ DYDLODEOHLQFLGHQWDOO\ RQ WKH EDVLV RI VXUYH\ PDWHULDO PDLQO\ IURP VR FDOOHG :RUOG %DQN 3RYHUW\$VVHVVPHQWV7KHILJXUHV LQ WKH WDEOHJLYH WKHVKDUHRI WKHSRSXODWLRQEHORZWKHSRYHUW\ OLQHKHDGFRXQWIRU WKHPRVW UHFHQW\HDUVWKDWKRZHYHUPD\GLIIHUE\FRXQWU\ VHH WDEOH ,W LVFOHDU WKDWDOOFRXQWULHV VXIIHUIURPGUDPDWLFSRYHUW\$FFRUGLQJ WR WKH:RUOG%DQN¶V3RYHUW\$VVHVVPHQWV WKHUXUDOFRPSRQHQWRISRYHUW\ LVODUJHUWKDQ WKHXUEDQFRPSRQHQW7KHUH LVQRSXEOLVKHGLQIRUPDWLRQRQWKHVSHFLILFLQFLGHQFHRISRYHUW\DPRQJFRIIHHJURZHUV























+LJK LQIODWLRQKDV DQDGYHUVH HIIHFWRQ WKH HFRQRP\ DQGRQ HFRQRPLF JURZWK  ,W SXVKHV XSWUDQVDFWLRQFRVWVFDXVHVGLVWRUWHGUHODWLYHSULFHVLQFUHDVHVXQFHUWDLQW\DQGDVDUHVXOW ORZHUVLQYHVWPHQW5HDOLVLQJPRGHUDWHUDWHVRILQIODWLRQLVDPDMRUPDFURHFRQRPLFSROLF\JRDODQGLVDPDMRUFRPSRQHQWRIJRRGPDFURHFRQRPLFPDQDJHPHQW)LJXUH$VKRZVVHYHUDOPHDVXUHVRILQIODWLRQLQSDUWLFXODUIRRGSULFHVFRQVXPHUSULFHVDQG*'3%RWKFRQVXPHUSULFHVDVZHOODV*'3PD\ UHIOHFW DQ HOHPHQW RI LQFUHDVH LQ SULFHV GXH WR LPSRUW RI JRRGV DQG VHUYLFHV DQGKHQFH WR GHYDOXDWLRQ RI WKH GRPHVWLF FXUUHQF\ )RRG LV XVXDOO\ WR D ODUJHU H[WHQW SURGXFHGGRPHVWLFDOO\DQGZLOOEHOHVVRURQO\LQGLUHFWO\LQIOXHQFHGE\LPSRUWSULFHV7KLVLVKRZHYHURQO\VXSSRUWHGZLWK=LPEDEZHDQFRQVXPHUSULFHV$YHUDJHLQIODWLRQLVKLJKHVWLQ=LPEDEZHDQGUDQJHVIURP,Q7DQ]DQLDLWLVVOLJKWO\DERYHZKLOHLWLVDURXQGLQ.HQ\DDQG8JDQGD,Q(WKLRSLDLWLVORZHVWZLWKYDOXHVDURXQGDQQXDOO\
7DEOH$ ,QWHUHVWUDWHDQGFUHGLW(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZHOHQGLQJUDWHQRPLQDO     UHDOLQWHUHVWUDWH     FUHGLWWRSULYDWHVHFWRULQRI*'3     6RXUFH:',DQQXDODYHUDJHIRUWKHSHULRG



























































































































































































































































































(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZH
UXUDOSRSXODWLRQ *'3IURPDJULFXOWXUH ODERUIRUFHDFWLYHLQDJULFXOWXUH6RXUFH:',DQQXDODYHUDJHIRUWKHSHULRG:',EDVHGRQVXUYH\VLQYDULRXV\HDUV
7DEOH$VXPPDULVHVIXUWKHULQIRUPDWLRQRIWKHDJULFXOWXUDOVHFWRU7KHDEVROXWHVL]HRIDUDEOHODQGLVODUJHVWLQ(WKLRSLD!KDDQGVPDOOHVWLQ=LPEDEZH!KDZKLFKLVQRWVXUSULVLQJJLYHQWKHUHODWLYHVL]HRIWKLVFRXQWU\7KHVKDUHRIDUDEOHODQGLVODUJHVWLQ8JDQGD DQG VPDOOHVW LQ 7DQ]DQLD  $UDEOH ODQG SHU SHUVRQ LV ODUJHVW LQ =LPEDEZH DQG8JDQGDDURXQGKDZKLOHLW LVLQWKHUDQJHRIDQGKDLQ WKHRWKHUFRXQWULHV$YHUDJHYDOXHDGGHGLQFRQVWDQWSULFHVLVKLJKHVWLQ(WKLRSLDEXWDJDLQWKLVLVGXHWRWKHVL]HRI(WKLRSLDZKLOHLWLVVPDOOHVWLQ=LPEDEZH$QQXDOJURZWKRIWKHDJULFXOWXUDOVHFWRULVKLJKHVWLQ8JDQGDDQG=LPEDEZHZKLOHLWLVORZHVWLQ.HQ\D
7DEOH$ $JULFXOWXUHDUDEOHODQGDQGYDOXHDGGHG(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZHDUDEOHODQG[KD     DUDEOHODQGVKDUHLQ     DUDEOHODQGSHUSHUVRQ     YDOXHDGGHGLQDJULFXOWXUH[FRQVWDQW86     YDOXHDGGHGLQDJULFXOWXUHDQQXDOJURZWKLQ     6RXUFH:',DQQXDODYHUDJHIRUWKHSHULRG
9DOXHDGGHGLQDJULFXOWXUHLVUHDOLVHGZLWKGLIIHULQJOHYHOVRILQSXWVDFURVVWKHVHILYHFRXQWULHV7KH XVH RI LQSXWV DQG WKH H[WHQW WR ZKLFK LQSXWV DUH XVHG LQ DJULFXOWXUH DUH SRWHQWLDOO\LQWHUHVWLQJIRUFRPPRGLW\ULVNPDQDJHPHQW7KH\PD\LQGLFDWHSRVVLEOHFKDQQHOVIRUGHOLYHULQJ

FRPPRGLW\ ULVN PDQDJHPHQW LQVWUXPHQWV WR IDUPHUV EXW WKH H[WHQW RI LQSXW XVH DOVR LV DPHDVXUHRIFDSLWDOLVDWLRQRIWKHDJULFXOWXUDOVHFWRUDQGWKHXVHRIFUHGLWDQGFUHGLWDUUDQJHPHQWVLQDJULFXOWXUH,Q)LJXUH$WZRVSHFLILFPHDVXUHVRILQSXWXVHXVHRIIHUWLOLVHUDQGDJULFXOWXUDOWUDFWRUV LQ WKH DJULFXOWXUDO VHFWRU  DUH VKRZQ 7KH ILJXUH FOHDUO\ XQGHUVFRUHV WKH PDUJLQDOSHQHWUDWLRQ RI LQSXWV LQ (WKLRSLD 7DQ]DQLD DQG 8JDQGD DQG WKH UHODWLYHO\ KLJK GHJUHH RIIHUWLOLVHUDQGWUDFWRUXVHLQ=LPEDEZHDQGWRDOHVVHUH[WHQWLQ.HQ\D






















$ ,QIUDVWUXFWXUH TXDOLW\ WUDQVSRUWDWLRQ FRPPXQLFDWLRQ DQG WKH LPSDFW RIOLEHUDOLVDWLRQ&RIIHH SURGXFWLRQ DQG WKH IHDVLELOLW\ RI SULFH ULVN PDQDJHPHQW LQ FRIIHH DUH UHODWHG WRLQIUDVWUXFWXUHRIWKHFRXQWU\7KHVL]HRIWKHFRXQWU\DQGWKHVL]HRIWKHSRSXODWLRQDUHLPSRUWDQWIRUFRIIHHSURGXFWLRQDVWKHVHDUHGHWHUPLQDQWVRIWUDQVSRUWDWLRQFRVWVDQGDYDLODELOLW\RI ODQGDQG ODERXU7KHURDGDQGUDLOURDGQHWZRUNDQG WKHDYDLODEOH WUXFNVDQG WUDLQVRU LQ VKRUW WKHVXSSO\ RI WUDQVSRUWDWLRQ VHUYLFHV DOVR GHWHUPLQHV WUDQVSRUWDWLRQ FRVWV $ JRRG URDGLQIUDVWUXFWXUHIDFLOLWDWHVWKHPDUNHWLQJRIFRIIHH*RRGFRPPXQLFDWLRQLQIUDVWUXFWXUHSURPRWHVDGHTXDWH GLVVHPLQDWLRQ RI SULFH LQIRUPDWLRQ DQG GLVWULEXWLRQ RI FXOWLYDWLRQ H[SHUWLVH DQGVXSSRUWVHIILFLHQWWUDGLQJ'LIIHUHQWHWKQLFJURXSVLQWKHVRFLHW\DQGUHODWHGGLYHUJLQJLQWHUHVWVPD\FRPSOLFDWHFRPPXQLFDWLRQH[FKDQJHRILQIRUPDWLRQDQGJRRGWUDGHUHODWLRQVKLSV$VPHQWLRQHGDERYH WKH URDGDQG UDLOURDGQHWZRUNDQG WKH DYDLODEOH WUXFNV DQG WUDLQV RU LQVKRUW VXSSO\ RI WUDQVSRUWDWLRQ LQIUDVWUXFWXUH GHWHUPLQHV WUDQVSRUWDWLRQ FRVWV $ JRRG URDGLQIUDVWUXFWXUH IDFLOLWDWHV WKH PDUNHWLQJ RI FRIIHH EXW DOVR WKH GLVWULEXWLRQ RI LQSXWV DQGVXSSRUWLQJVHUYLFHV+HQFHWUDQVSRUWDWLRQLQIUDVWUXFWXUHRUWKHODFNRIVXFKDQLQIUDVWUXFWXUH

ZLOO LQIOXHQFH WKH EDVLV RI FRIIHH SULFHV EHWZHHQ PDLQ H[SRUW ORFDWLRQ GRPHVWLF WUDGLQJFHQWUHV DQG ORFDO SURGXFWLRQ FHQWUHV 7KH FRVWV DULVLQJ RXW RI D SRRU LQIUDVWUXFWXUH DUH QRWHYHQO\ GLVWULEXWHG EHWZHHQ IDUPHUV DQG H[SRUWHUV WUDQVSRUW IURP WKH SURGXFWLRQ ORFDWLRQ WRGRPHVWLF WUDGLQJ FHQWUHV  XVXDOO\PRUH GLIILFXOW GXH WR OHVV GHYHORSHG LQIUDVWUXFWXUH  LV RQDFFRXQW RI WKH FRIIHH JURZHU ZKLOH WUDQVSRUW IURP WKH GRPHVWLF WUDGLQJ FHQWUH WR WKH PDLQH[SRUWORFDWLRQXVXDOO\OHVVGLIILFXOWGXHWRFRPSDUDWLYHO\EHWWHUURDGVLVRQDFFRXQWRIWKHH[SRUWHU ,Q (WKLRSLD FRIIHH IRU H[SRUW LV WUDQVSRUWHG E\ WUXFN IURP$GGLV WR 'MLERXWL RQ DUHODWLYHO\ QHZ URDG +RZHYHU WKH RYHUDOO URDG QHWZRUN LQ (WKLRSLD LV SRRU DURXQG  RIIDUPVDUHLQDFFHVVLEOHGXULQJWKHUDLQ\VHDVRQGXHWRODFNRIDOOZHDWKHUURDGVDQGWKLVSUREOHPLVSDUWLFXODUO\DFXWHLQWKHUDLQ\VHDVRQIURP0DUFKWR$XJXVWVHH,&2&)&+HQFHWUDQVSRUWIURPJURZLQJDUHDVWR$GGLVZLOOEHPXFKPRUHSUREOHPDWLF.DUDQMD UHSRUWVRQWKHEDVLVRIVXUYH\DPRQJ.HQ\DQFRIIHHIDUPHUVLQWKH&HQWUDO3URYLQFHWKDWDFFHVVWRORFDOPDUNHWVZDV UHDOLVHGE\RI WKHKRXVHKROGVYLDXQJUDGHG URDGV WKDWDUHRIWHQ LPSDVVDEOHGXULQJ WKHUDLQ\VHDVRQE\RQO\RI WKHKRXVHKROGVYLDWDUPDF URDGVDQGE\RI WKHKRXVHKROGVYLDJUDGHGURDGV,WVKRXOGEHQRWHGWKDW&HQWUDO3URYLQFHLQ.HQ\DKDVDUHDVRQDEO\ZHOOGHYHORSHGURDGQHWZRUNFRPSDUHGWRRWKHUUHJLRQV:LWKDQDYHUDJHGLVWDQFHWRWKHQHDUHVWORFDOPDUNHW RI  NP DQG D SHU NLORPHWUH FRVW RI WUDQVSRUWLQJ D EDJ RI FRIIHH RI .6KWUDQVSRUWDWLRQFRVWVDUHIDUIURPQHJOLJLEOH$QGDSSDUHQWO\HYHQWKHSUR[LPLW\RIWDUPDFURDGVGRHVQRWSUHYHQWFRVWVRIWUDQVSRUWDWLRQWRFRIIHHIDUPHUVWREHFRQVLGHUDEOH
7DEOH$,QIUDVWUXFWXUHJHRJUDSK\DQGWUDQVSRUWDWLRQ(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZHODQGORFNHG \HV QR QR \HV \HVPDLQH[SRUWORFDWLRQ 'MLERXWL 0RPEDVD 'DUHV6DODDP7DQJD 0RPEDVDVHDSRUWXVHGIRUH[SRUW 'MLERXWL 0RPEDVD 'DUHV6DODDP 0RPEDVD PDMRUFRIIHHDUHD 6RXWKZHVWVRXWKDQGHDVWRIWKHFRXQWU\ 1RUWKDQGQRUWKHDVWRI1DLUREL :HVWRI/DNH9LFWRULD.LOLPDQMDUR :HVWVRXWKDQGVRXWKZHVWRIWKHFRXQWU\
6RXWKHDVWDORQJWKH0R]DPELTXHERUGHU0DMRUFRIIHHPDUNHW 1DLUREL 0RVKL .DPSDODGLVWDQFHEHWZHHQFRIIHHDUHDDQGVHDSRUWLQNPURDGVLQNPSHUVTNPDUHD    TXDOLW\RIURDGQHWZRUN SRRUUDLOURDGVLQNPSHUVTNPDUHDTXDOLW\RIUDLOURDGQHWZRUN6RXUFH:',,&2DQGRWKHUV
$OVRJHRJUDSKLFDOLVVXHVOLNHWKHORFDWLRQRIWKHFRIIHHDUHDVUHODWLYHWRWKHPDLQH[SRUWFHQWUHVDQGZKHWKHUDFRXQWU\LVODQGORFNHGDUHLPSRUWDQW&RPPXQLFDWLRQ LV LPSRUWDQW WR WKH IXQFWLRQLQJ RI PDUNHWV $ ZHOOGHYHORSHGFRPPXQLFDWLRQ LQIUDVWUXFWXUH DOORZV TXLFN DQG DGHTXDWH H[FKDQJH RI LQIRUPDWLRQ DQG
 7KHZDVKHGFRIIHHLVPDUNHWHGIURP1RYHPEHUWR0DUFKZLWKDSHDNIURP)HEUXDU\WR0DUFKZKLOHWKHVXQGULHGFRIIHHLVPDUNHWHGWKURXJKRXWWKH\HDU













(WKLRSLD .HQ\D 7DQ]DQLD 8JDQGD =LPEDEZH
QXPE
HU




.HQ\D0RQGD\WK 0DUFK.HQ\D3ODQWHUV¶&RRSHUDWLYH8QLRQ1DLUREL.3&86WHSKHQ.LUXEL &KDLUPDQ *HRUJH $ .LUDLWKH 9LFH&KDLUPDQ 5XWK0ZDLNL *HQHUDO0DQDJHU0LULH0ZDQJL/HFWXUHU'HSDUWPHQWRI$FFRXQWLQJ1DLUREL8QLYHUVLW\5RODQG0HLHU &KLHI 7HFKQLFDO 2IILFHU &)& 3URMHFWV 81236 *HRUJH .D\XUD 0FKDLUD )LHOG6HUYLFHV PDQDJHU -XOLXV .DPDR )LQDQFH 2IILFHU 1LFKRODV 1JHUX 3XEOLF 5HODWLRQV0DQDJHU-DPHV0XQL\H$GPLQLVWUDWLYH2IILFHU.LDPDUD(VWDWHFRIIHHDUHDQRUWKRI1DLUREL.LDPEX-.DULJX (VWDWH 0DQDJHU IRUPHU DWWRUQH\ JHQHUDO .DUXJX 0DFKDULD )LHOG 6HUYLFHV0DQDJHU .3&8 1LFKRODV 1JHUX SXEOLFLW\ PDQDJHU .3&8 -XOLXV .DPDX LQWHUQDODXGLWRU.3&800ZDQJLOHFWXUHU1DLUREL8QLYHUVLW\.LDPEX,QVWLWXWHRI7HFKQRORJ\5LDUD-0XQJDL(VWDWH0DQDJHU.DUXJX0DFKDULD)LHOG6HUYLFHV0DQDJHU.3&81LFKRODV1JHUX SXEOLFLW\ PDQDJHU .3&8 -XOLXV .DPDX LQWHUQDO DXGLWRU .3&8 00ZDQJLOHFWXUHU1DLUREL8QLYHUVLW\7KLULULND)DUPHUV&RRSHUDWLYH6RFLHW\-.DUDUDFKDLUPDQ -*DWKXNXYLFHFKDLUPDQ'1MLKLD KRQRUDU\VHFHUHWDU\+=HIIWUHDVXUHU 0:DQMLUX VHFUHWDU\ PDQDJHU - 1ELUL + .DUDQMD 3 .LUDJX PHPEHUV.DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUX SXEOLFLW\ PDQDJHU.3&8-XOLXV.DPDXLQWHUQDODXGLWRU.3&800ZDQJLOHFWXUHU1DLUREL8QLYHUVLW\
.HQ\D7XHVGD\WK 0DUFK6HUYLFRII/LPLWHGH[SRUWFRPDSDQ\1DLUREL3. .LQ\XD *0 .DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUXSXEOLFLW\PDQDJHU.3&8-XOLXV.DPDXLQWHUQDODXGLWRU.3&81DLUREL&RIIHH([FKDQJH1DLUREL1&(.DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUX SXEOLFLW\ PDQDJHU.3&8-XOLXV.DPDXLQWHUQDODXGLWRU.3&8.HQ\DQ5DLOZD\V1DLUREL0U -2$ 1\HUHUH SHUVRQDO DVVLVWDQW WR PDQDJLQJ GLUHFWRU .DUXJX 0DFKDULD )LHOG6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUX SXEOLFLW\ PDQDJHU .3&8 -XOLXV .DPDXLQWHUQDODXGLWRU.3&8.3&8PLOO1DLUREL.DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUX SXEOLFLW\ PDQDJHU.3&8

.HQ\D:HGQHVGD\WK 0DUFK&RIIHH%RDUGRI.HQ\D1DLUREL$VKIRUG00LULWL*HQHUDO0DQDJHU6LPHRQ2QFKHUH'HSXW\*HQHUDO0DQDJHU.HQ\D&RPPHUFLDO%DQN1DLUREL.::LOVRQ0ZDQJL+HDGRI7UDGH)LQDQFH/\QHWWH$'DZD0DQDJHU6SHFLDO/RDQV8QLW .DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUX SXEOLFLW\PDQDJHU.3&8-XOLXV.DPDXLQWHUQDODXGLWRU.3&8&RRSHUDWLYH%DQNRI.HQ\D1DLUREL0UV 'RUFDV : 5LJDWKL 0DQDJHU 6&,3 .DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU.3&81LFKRODV1JHUXSXEOLFLW\PDQDJHU.3&8-XOLXV.DPDXLQWHUQDODXGLWRU.3&8&RIIHH5HVHDUFK)RXQGDWLRQ1DLUREL0U *LWRQJKD .DUXJX 0DFKDULD )LHOG 6HUYLFHV 0DQDJHU .3&8 1LFKRODV 1JHUXSXEOLFLW\PDQDJHU.3&8
8JDQGD7KXUVGD\WK 0DUFK1DWLRQDO$GYLVRU\&RXQFLO.DPSDOD$SROOR.DPXJLVKD&)&:+565RODQG0HLHU81236DQGRWKHUV8JDQGDQ&RIIHH'HYHORSPHQW$XWKRULW\.DPSDOD8&'$$SROOR7.DPXJLVKD,QWHJUDWHG&RPPRGLW\0DUNHWLQJ6\VWHPV.LJXPD$EGXO'LUHFWRU6WDU FDIp /WG -RKQ 0 %\DUXJDED +HDG 7HFKQLFDO 8QLW 8&'$ +HQU\ 1JDELUDQR0DQDJLQJ 'LUHFWRU 8&'$ 7HOLV 1LFRODLGHV 0DQDJLQJ 'LUHFWRU *UHDW /DNHV &RIIHH&RPSDQ\ /WG -RVHSK 0 1NDQGX 1DWLRQDO &RRUGLQDWRU 8JDQGD &RIIHH )DUPHUV¶$VVRFLDWLRQ
8JDQGD)ULGD\WK 0DUFK(DVW$IULFDQ'HYHORSPHQW%DQN.DPSDOD*HRUJH*1J¶DQJD'LUHFWRU%XVLQHV'HYHORSPHQW0DU\*XPLVLUL]DPDQDJHUFRUSRUDWHILQDQFH$SROOR.DPXJLVKD&)&:56&HQWHQDU\5XUDO'HYHORSPHQW%DQN.DPSDOD-DPHV/0DF'DGH%DQNLQJ$GYLVRU±&UHGLW%DQQRFN&RQVXOWLQJ$SROOR.DPXJLVKD&)&:566WDQELF%DQN.DPSDOD&KULV%DLQH5HODWLRQVKLS0DQDJHU7UDGH)LQDQFH.DLODVK*LUL7UHDVXU\0DQDJHU*HRII6RORPRQ*HQHUDOPDQDJHU&RUSRUDWH%DQNLQJ6HUYLFHV$SROOR.DPXJLVKD&)&:56$OOLHG%DQN.DPSDOD&RWWRQ'HYHORSPHQW2UJDQLVDWLRQ&'2.DPSDOD0UV-ROO\.6DELQH0DQDJLQJ'LUHFWRU&'2.DQGDUS.LQDULZDOOD6RXWKEDVH$JUR ,QGXVWULHV/WG+LWHVK 3DQFKPDWLD 0DQDJLQJ'LUHFWRU%RQ+ROGLQJV/WG0U+DQV0X]RRUD$SROOR.DPXJLVKD&)&:56

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